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LETTER OF TRANSMITTAL 


House or REPRESENTATIVES, 


Washington, D.C., June 15, 1959. 
Hon. Sam Raysurn, 


Speaker of the House of Representatives, 
Washington, D.C. 

Dear Mr. Speaker: By direction of the Committee on Govern- 
ment Operations, I submit herewith the committee’s 7th report to 
the 86th Congress. The committee’s report is based on a study 
made by its Foreign Operations and Monetary Affairs Subcommittee. 


Wituram L. Dawson, Chairman. 
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of the Union and ordered to be printed 


Mr. Dawson, from the Committee on Government Operations, 
submitted the following 


SEVENTH REPORT 





SUBMITTED BY THE FOREIGN OPERATIONS AND MONETARY 
AFFAIRS SUBCOMMITTEE 


On June 10, 1959, the Committee on Government Operations had 
before it for consideration a report entitled, “U.S. Aid Operations in 
Laos.” 

After consideration of the report as submitted, upon motion made 
and seconded, the report was approved and adopted as the report of 
the full committee. The chairman was dirccted to transmit a copy 
to the Speaker of the House. 

PREFACE 


The Foreign Operations and Monetary Affairs Subcommittee is 
charged with the duty of examining the efficiency and economy of 
foreign aid operations. The subcommittee, of course, does not con- 
cern itself with the policy of the foreign aid program as announced in 
the Mutual Security Act passed by the C ongress, but it is concerned 
with the manner in which the Act is administered by the Department 
of State, the Department of Defense, and the International Coopera- 
tion Administration (ICA). 


CONCLUSIONS 


1. Giving Laos more foreign aid than its economy could absorb, 
hindered rather than helped the accomplishment of the objectives of 
the Mutual Security Program. 
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2. Excessive cash grants forced money into the Lao economy at a 
faster rate than it possibly could be absorbed, causing: 
(a) An excessive Lao Government foreign exchange reserve, 
reaching at one point $40 million, equal to a vear’s aid. 
(6) Inflation, doubling the cost of living from 1953 to 1958. 
(c) Profiteering through import licenses and false invoices, 
which made possible the purchase of U.S. cash grant dollars for 
35 kip. Those dollars could be resold in the free market for as 
much as 110 kip. 

3. Much of the overspending is the direct result of a determination 
to maintain a 25,000 man Lao Army. 

Determination of ‘force objectives” (the level or the number of 
troops needed for the security contemplated by the mutual security 
program) has always been considered a military decision for the Joint 
Chiefs of Staff and the Department of Defense. 

In Laos, however, the decision to support a 25,000-man army with 
U.S. aid funds was made by the Department of State, despite contrary 
recommendations by the Joint Chiefs of Staff. This was a political 
decision in a military field. There is no evidence that it was essential 
to support a 25,000-man army. In fact, significant military opinion 
has suggested a force of 12,000 to 15,000. 

4. A basic difficulty—undermining the success of the aid program 
in many ways and giving rise to the evils of speculation, profiteering 
and corruption—was the artificial, unrealistic ‘‘official’’ rate of ex- 
change of 35 kip to the dollar, whereas the free market rate soared as 
high as 110 to $1. It took the Department of State and ICA 4 years 
to overcome this difficulty. 

5. The coneentration of the benefits of the aid program to the area 
around Vientiane and other centers of population, and the enrichment 
of, and speculation by, Lao merchants and public officials which 
attended the aid program, tended to lend credence to the Communist 
allegation that the Royal Lao Government was “corrupt”, and “in- 
different” to the needs of the people. 

6. Neither the first Director of the U.S. Operations Mission (USOM), 
Carter dePaul, nor his successor, Carl B. Robbins, showed any clear 
awareness of the problems that confronted the program or any 
expertness in meeting them. The first evaluation group that 
ICA/Washington sent into Laos (the Sessions group) made a report of 
which the main thrust was that the Director should be replaced, but 
this did not occur for 14 months, and then only by transfer tantamount 
to promotion. Robbins has stated that his mission was to “clean up 
the mess’’, but there is little indication that he did so. 

7. Edward T. McNamara, public works and industry officer, 
accepted bribes totaling at least $13,000 from Willis H. Bird and 
Gerald A. Peabody of the Universal Construction Co., in return for 
helping them secure lucrative contracts and overlooking deficiencies 
in their performance. 

8. William E. Kirby, area transportation adviser, aided by dePaul’s 
circumvention of ICA regulations, was instrumental in securing the 
award of a contract, for the supply of ferry barges, to the Hong Kong 
Transportation Co. Shortly thereafter, he was employed by its 
affiliate, Pacific Islands Shipbuilding Co. While the contract was 
being negotiated he was the recipient of $500 from the Hong Kong 
Transportation Co. which has not been satisfactorily apisioad. 
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9. Brig. Gen. Lacey V. Murrow, U.S. Army (retired), head of the 
engineering firm of Transportation Consultants, Ine., was under 
retainer to Vinnell Co. at the same time that he was employed by 
ICA in Laos as an engineering consultant for the purpose of assisting 
in the selection of construction projects. During this period Vinnell 
Co. was seeking to obtain contracts with ICA in Laos. 

10(a). General Murrow discussed frankly this employment and 
retainer situation with the subcommittee. However, A. S. Vinnell, 
president, and Frank S. McNamara, vice president, of Vinnell Co., 
misinformed the subcommittee under oath concerning their relation- 
ship with Murrow. 

(b). After an allegation that a conflict of interest situation ex- 
isted in the Vinnell-Murrow relationship ICA’s Office of Personnel 
Security and Integrity contacted Vinnell Co. by long-distance tele- 
phone in California, and also made a single, perfunctory, fruitless 
inquiry in Bangkok. They received from Vinnell a denial that any 
contract relationship with Murrow existed for the period in question. 
Accurate information concerning the relationship might have been 
secured from Murrow’s office, located only a block or two away from 
ICA headquarters in Washington. 

Norman McKay, an employee of Transportation Consultants, 
Inc., acting as consultant to the USOM, was instrumental in securing 
the award to Universal Construction Co. of a contract to construct 
a ferry ramp in Laos. Shortly thereafter, he went to work for Uni- 
versal as project manager. 

12(a). Carter dePaul, former USOM director, sold his 1947 Cadillac 
upon his departure from Laos to Gerald A. Peabody head of Universal 
at an inflated price. Uncontroverted evidence indicates the vehicle 
was at that time inoperable, and that shortly thereafter it was cut up 
and the pieces dropped down an abandoned well. In the interim, it 
had stood rusting in front of Universal’s main office, where it was the 
subject of scor nful amusement by Laotians and Americans alike. 

(b). In order to convert the proceeds of his sale to Peabody (the 
sales price was in kip), he presented false information to the Embassy 
as to the original cost of the car to him; of $2,000 claimed, it is doubtful 
that more than $1,250 can be supported. 

(c). Asked to explain the false information he had submitted in his 
official claim, he presented misleading and conflicting testimony to the 
subcommittee under oath. 

13. ICA/Washington was the recipient of continuing information 
from reliable sources—including GAO, end-use auditor Haynes Miller, 
contract management expert Howell, ICA auditor Edward Burns, a 
team from ICA’s Office of Evaluation, and the Sessions group— 
concerning the major problems plaguing the Lao program, alleged 
improprieties, and suitable corrective measures. No significant 
remedial action was taken. 

14. In the light of all the evidence available, the conclusion is 
inescapable that Haynes Miller was “railroaded” out of Laos because 
he was close to discovering the truth about Universal, its bribes, its 
virtual monopoly of U.S. ‘aid construction projects in Laos, and its 
woefully inadequate performance. The prime mover in ousting Miller 
was USOM Director Carl Robbins, acting on the basis of his confidence 
in Edward T. McNamara and the USOM Controller, Harry Harting. 
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Ambassador Parsons abetted this removal and lent it the color of his 
name and office. 

15. In the light of all the evidence available, including documenta- 
tion of the Lao Government’s request for the continuation of the 
contract, the conclusion is inescapable that the Howell group was 
eased out of Laos because they were insisting that the U.S. aio program 
be subjected to proper controls. Under proper controls, improper 
activities would have become much more difficult. 

16. As an instance of the lack of executive ability and informed 
alertness of USOM Director Carl Robbins, special note should be 
taken that, when asked to name a deputy, he made two nominations: 
Edward T. McNamara and William E. Kirby. 

17. A costly aid project for training, equipping, and advising the 
national police force of Laos, so as to provide internal security and 
simple law and order, has been operating for more than 3 years. 
Although ICA sought to convince the subcommittee otherwise, there 
is no evidence to contradict numerous official reports from Laos that 
the project’s objective is not near attainment. It is fortunate that 
by nature the Lao seem to be a peaceable people, not inclined to 
criminal behavior. 

18. ICA/Washington took more than 18 months to negotiate a 
final signed contract for highway engineering services (with Vinnell). 
There was a period of 4 months of total inaction by ICA’s Area Opera- 
tions Division. As a result: 

(a) Control of the road program passed from ICA/Washington to 
USOM /Laos. 

(b) Officials of the USOM assisted and encouraged the develop- 
ment by the Universal Construction Co. of a virtual monopoly of 
U.S.-financed construction projects in Laos. 

(c) Universal through the bribery of McNamara and the failure 
of other USOM/Laos officials to perform properly, was able to secure 
payments totaling over $1.6 million for performance that was inade- 
quate and did little to enhance the economy of Laos or the prestige of 
the United States. 

19. USOM Director Carter dePaul violated ICA contract regula- 
tions in several important respects, particularly in relation to the 
Universal contracts. His actions included— 

(a) Writing two contracts for a single job in order to evade the 
rule that a USOM Director cannot write a contract for more than 
$25,000 without ICA/Washington approval. 

(6) Writing contracts with inadequate specifications; one contract 
included a provision that the contractor (Universal) was not required 
to complete any work under the contract. 

(c) On at least one occasion completely reversing the usual order 
of procedure: the work was started first; the contract came next; 
later (with the contract already signed) invitations to bid were issued; 
and finally ICA/Washington authorization (which should have pre- 
ceded all other steps) was obtained. 

20. ICA/Washington and, in particular, its Office of Personnel 
Security and Integrity, have failed to investigate promptly and 
diligently charges of improprieties brought to their attention, even 
charges made by ICA’s own personnel. 

21. Laotian Army pay raises in 1955 and 1959 have added $3.8 
million annually to the cost of the U.S. aid program in Laos. The 





| 
. 
: 
' 





















k 


\ 
* 











U.S. AID OPERATIONS IN LAOS 5 


1955 raise has already cost the U.S. taxpayer $10 million to date. 
Justifications, if any exist for these raises, are not clear. In both 
cases, approval by the Department of State was given after the fact 
and then largely to avoid embarrassment because of unauthorized 
commitments made at the Mission level. 

22. ICA officials have sought to excuse deficiencies and maladminis- 
tration in the aid program in Laos, after they have been demon- 
strated, with the assertion that our aid program, however poorly 
administered, has saved Laos from going Communist. This asser- 
tion is purely speculative, and can be neither proved nor disproved. 
The subcommittee rejects the reasoning of ICA officials, and, on the 
evidence, believes that a lesser sum of money more efficiently adminis- 
tered would have been far more effective in achieving economic and 
political stability in Laos, and in increasing its capacity to reject 
Communist military aggression or political subversion. 


RECOMMENDATIONS 


1. That the Congress be fully informed by the Department of State 
as to the extent of its participation in the determination of “force 
objectives” and other decisions generally regarded as military in 
nature. 

2. That the use of cash grants under the mutual security program 
be minimized by the International Cooperation Administration, and 
that, especially when dealing with so-called ‘‘underdeveloped” econo- 
mies, ald be normally provided in kind (in the form of goods or 
services); exceptions to be made only when fully justified by unusual 
circumstances, and to be surrounded with every precaution to avert 
side effects detrimental to host country economies and the program’s 
objectives. 

3. That in the determination of the level of aid, the absorptive 
capacity of the local economy be considered by the Department of 
State and the International Cooperation Administration, in order 
that it may provide a limit upon the inflow of goods and dollars. 

4. That the International Cooperation Administration reexamine 
the procedures and standards by which it obtains senior executive 
personnel, to the end that their quality be improved. 

5. That the International Cooperation Administration improve its 
control mechanisms, to insure that the agency’s established standards 
and procedures are complied with, in order that opportunities for 
“free wheeling” or actual corruption are minimized; and to insure 
further that violations of the letter or spirit of the agency’s regulations 
and statutory authorities are discovered promptly and dealt with 
effectively. 

6. That the Department of State reexamine its regulations relating 
to the conversion of currencies and sales of personal property by 
U. S. personnel abroad, and so revise or apply them that the 
possibilities for windfall profits are eliminated. 

7. That the Department of State, the Department of Defense and 
the International Cooperation Administration reexamine and recon- 
sider the following particular matters with respect to Laos, in order 
to insure that the objectives of the mutual security program and the 
needs of that country are well served: 

(a) the size and composition of the Armed Forces; 
(b) the pay and equipment of the Armed Forces; 
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(c) the distribution of aid, as between cash grants and goods 
and services; 

(d) the relative emphasis given to military and economic 
objectives; 

(e) the village aid programs. 

8. That the General Accounting Office, the Department of Justice, 
and the Internal Revenue Service review the facts and circumstances 
referred to in this report, and in the subcommittee’s hearings, to 
determine if any action by them is required in order to protect the 
interests of the U.S. Government. 

9. That the Congress give serious consideration to amendments 
proposed in this year’s mutual security bill by the House Committee 
on Foreign Affairs, intended to improve programing procedures and 
control mechanisms in the mutual security program and to provide 
the Congress with more detailed and significant information respecting 
the determination of individual country levels of aid than has hereto- 
fore been available. 

BASIC DEFINITIONS 


During the past 10 years, nearly $65 billion has been appropriated 
by the Congr ess, at the request of the executive branch, to defray the 
costs of foreign aid. The bulk of these funds has gone into what is 
known as mutual defense assistance—the military assistance and 
defense support programs under the Mutual Security Act—stated to 
be necessary ‘‘to protect the security of the United States and its 
free world partners.”’ ! 

Military assistance involves the provision of arms and other military 
equipment, training, supplies and services, to “‘selected foreign military 
forces which are important to the fulfillment of U.S. national security 
objectives’’.” 

Defense support is economic aid, supplied to countries receiving U.S. 
military assistance, with the further statutory requirements that such 
military assistance be ‘in support of significant * military forces’, and 
that the purpose of providing defense support be “to secure a specific * 
contribution by the recipient to the common defense.” 


GENERAL INTRODUCTION 


The U.S. aid program in Laos began in January of 1955, concur- 
rently with the assumption by that country of full independence. 
The subcommittee has examined that program in detail from its 
inception to the budget presentation for this year (fiscal year 1960). 
Our inquiry into the. program in Laos began formally on April 10, 
1958; however, preliminary work had begun almost a year previously 
(2 years ago), on June 24, 1957, in connection with a general survey 
of the entire aid program in southeast Asia. The i inquiry culminated 
in 19 days of hearings on Laos, during which the subcommittee heard 
witnesses from the International Cooperation Administration, the 





1 Quoted from ‘Background for Mutual Security, Fiscal Year 1958,’’ p. 25. 

2 Quoted from ‘‘The Mutual Security Program, A Summary Presentation, Fiseal Year 1959’’, p. 29. 

3 Italic supplied. This word was added to the definition in fiscal year 1959 through amendment to the 
Jezislation, in order to avoid the use of defense support funds for the support of ‘‘token”’ forces not signifi- 
cant to the defense of the West. 

‘ Italic supplied. This word was added to the definition in fiscal year 1958 through amendment to the 
legislation, in order to avoid the expenditure of defense support funds in a country beyond those actually 
needed to support the military. Neither of these amendments has successfully circumscribed the free- 
wheeling activities of the executive branch in the use of defense support funds. See H. Rept. No. 1374, 
85th Cong., 2d sess., ‘‘Use of Defense Support Funds for Economic and Political Purposes.” 
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Department of State, the Department of Defense, the General Ac- 
counting Office, and representatives of several private contractors 
who had performed work under the foreign aid program in Laos. 

Laos is located in the center of the southeast Asia peninsula. It 
is bordered on the north by Communist China, on the northeast by 
Communist North Vietnam and, continuing clockwise, by South 
Vietnam, Cambodia, Thailand, and Burma. It has an area of about 
91,000 square miles and an estimated population of 2 million. The 
per capita gross national product is estimated at $50. Educational 
standards are low. Most Laotians live in primitive rural villages, 
isolated one from the other and from the central government in 
Vientiane (the capital) by a lack of communications facilities. 

Until it became a fully independent state on January 1, 1955, Laos 
(together with Cambodia and Vietnam) was a part of French Indo- 
china. Its independence followed the Geneva agreements of June 
1954, which constituted a ceose-fire, terminating the war in that area. 
The agreements contain a provision requiring Communist forces to 
withdraw from the two northern provinces of Laos, and another which 
our State Department interpreted as prohibiting the establishment of 
a U.S. Military Assistance Advisory Group (MAAG) in Laos. The 
United States was not a party to the agreements, but has chosen to 
abide by them. 

During the fighting in Indochina, the United States had provided 
aid directly to the French, who had in turn controlled its distribution. 
it is almost impossible to determine the value of U.S. aid which went 
io Laos during the period 1950-54, but some estimates have placed 
it around $30 million. In addition, of course, the French provided 
administrative services in the country and generally supported its 
finances. 

With the advent of independence, Laos was immediately faced with 
the problem of raising funds to defray the costs of governmental oper- 
ations. Administration and tax collection were rudimentary. Laos 
had and still has a generally nonmonetary economy, which makes the 
production of revenues difficult. Typically, the farmer in a rural 
village grows what he needs, or barters off his surplus with other 
farmers. 

As a consequence, since Laos became independent, the United States 
has supported the total Lao military budget, and is, in fact, 
virtually supporting the entire economy. In round numbers, defense 
support assistance to Laos ran $41 million in fiscal year 1955, $47 
million in 1956, $43 million in 1957, and $30 million in 1958. The 
bulk of this was for support of a 25,000-man army with a military 
budget which averaged about $31 million a year. Military assist- 
ance—that is, the provision of military hardware—has amounted to 
much less, although the exact figures are classified for security reasons. 
The technical cooperation program has averaged about $1% million 
a year. 


ESTABLISHMENT OF FORCE LEVELS AND LEVELS OF AID IN LAOS 


Congress has always been told by the executive branch that ‘force 
objectives” ® (i.e., the number and types of troops the United States 


’ Today a distinction is made between strategic force objectives and military assistance program lorce 
objectives, the latter being those to which the United States will contribute financially. This distinction 
is not applicable to Laos, however, because (1) this dual concept is recent and postdates the origin of the Laos 
program, (2) since the dual concept has been in effect. the strategic and military assistance program force 
objectives for Laos have been identical. 


59021°—59 H. Rept., 86-1, vol. 11——10 
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will support) are established on the basis of ae judgment, 
specifically by a determination of the Joint Chiefs of Staff. It has 
been the position ® of the executive branch that the level of defense 
support is determined by the agreed-upon level of forces. ‘The sub- 
committee therefore decided to examine the soundness of the so-called 
military judgment which is used as the basic justification for subse- 
quent aid expenditures. 

The subcommittee found that the Joint Chiefs of Staff did not 
establish the “force objectives” in Laos. U.S. support of a 25,000- 
man army, of the entire oe budget, and of segments of the civilian 
economy is, in fact, based on a political determination, ma ule by the 
Department of State contrary y to the recommendations of the Joint ¢ hiefs 
of Staff. In Laos, the only country in the world where the United 
States supports the milit: iry budget 100 percent, military judgments 
have been disregarded. 

The Joint Chiefs of Staff were first requested to set force objectives 
for Laos in late 1954, and in November of that year advised the Secre- 
tary of Defense, ‘No force levels are recommended for this country.” 

Asked to rec ‘onsider their decision in January of 1955, the Joint 
Chiefs of Staff advised the Secretary of State that their views “as 
previously conveyed to you * * * have not changed.” The Joint 
Chiefs of Staff memorandum continued with a statement that mutual 
security support of Laotian forces could not be recommended “from the 
military point of view,” but acquiesced in the provision of such support 
“should political considerations be overriding.”’ {Italics supplied.] 

Subsequently, the Secretary of Defense communicated this intelli- 
gence to the Secretary of State, commenting that he concurred in the 
views of the Joint Chiefs of Staff, “including their statement on force 
levels.” He went on to say he also would ac quiesce in such a program, 
however, “for political reasons.”’ [Italics supplied.] 

A year later, in January of 1956, the Joint Chiefs of Staff were asked 
to consider a small increase in the Laotian forces. Again acquiescence 
was forthcoming, this time on the basis that it seemed indicated “from 
a psychological, political, and morale aspect.’ [Italics supplied.] Re- 
ferring to the earlier correspondence, however, the Joint Chiefs of 
Staff stated that “their views * * * are still valid.” 

As late as fiscal year 1958, Department of Defense documents con- 
tinue to list the Loatian troops as being “not within force objectives.” 

By fiscal year 1959, executive branch papers were speaking of an 
additional mission for the Lao Army. Originally intended to main- 
tain internal security, these troops were given the further mission of 
resistance to outside aggression. 

By fiscal year 1960. ‘(the year currently before the Congress for 
appropriations), executive branch documents indicate that the mili- 
tary program in Laos has “just grown” on the Department of Defense 
without any militarily justified basis. As of today, the 25,000-man 
force in Laos is apparently accepted by Defense without further 
protest. 

Support of the Lao Army was complicated by State’s interpre- 
tation of the Geneva Agreements of June 1954, prohibiting the 

*In testimony before the Senate Foreign Relations Committee on May 20, 1959, ICA Acting Director 
Leonard J. Saccio admitted that defense support programs in many countries go beyond what is required 
literally to support the defense effort. The subcommittee had documented this fact long ago, but had not 


previously received an official admission of its accuracy. See H. Rept. No. 1374, 85th Cong., 2d sess., 
*Use of Defense Support Funds for Economic and Political Purposes.” 


a 


RRR ORR OC ome Stn 





-_a- mae 


oe pet ese an 6 lume bes 





7 
| 
f 
{ 


— 


ee 


laren 


U.S. AID OPERATIONS IN LAOS 9 


establishing of a U.S. MAAG in Laos. Lacking such a control group, 
the executive branch found it necessary to place the responsibility for 
administering the military program on the USOM, which was not 
experienced in such matters. It was in the early days of USOM 
administration of the military budget that the $2.8 million pay raise for 
the Lao troops (discussed in the following section of this report) 
was put through. Subsequently, a special section of the USOM 
was staffed with personnel having some skill in military budget and 
logistic matters. This section is called the Programs Evaluation 
Office. Despite this additional staffing, however, the military program 
is still not well administered. It is noteworthy that the State Depart- 
ment’s prohibition against the establishment of a MAAG in Laos 
was one of the key factors in the JCS determination not to recommend 
force objectives for that country. 


ARMY PAY RAISES 


It has been noted earlier in this report that the most significant 
single item in the U.S. aid program for Laos was the Lao military 
budget (defense support) accounting for about $31 million a year. 
Of this total budget, $15 million was accounted for by pay and allow- 
ances for the Lao troops. 

When the subcommittee first inquired about the subject of army 
pay, in an effort to determine whether it was reasonable, and in line 
with the pay of other armies in the area, the executive branch advised 
that the pay scale of the Lao Army had been inherited from the French. 

This was misleading. In fact, a pay raise amounting to $2,800,000 
a year was set by the Royal Lao Government in early 1955, shortly 
after the inception of the aid program, and a second pay raise costing 
$1 million a year was put through in January 1959. 

The Department of Defense was aware of the 1959 pay raise, and 
made available to the subcommittee substantial information concern- 
ing it. So far as the 1955 pay raise is concerned, however, the sub- 
committee is unable to determine whether the Congress was deliber- 
ately deceived or whether, as some executive branch witnesses have 
indicated, they were in fact unaware of this pay raise until it was 
brought to their attention by the subcommittee. (The subcom- 
mittee’s information was obtained from executive branch documents.) 

On at least two earlier occasions the executive branch had been 
asked by the Congress about Lao Army pay, and on each occasion an 
incorrect reply was made. 

Ambassador J. Graham Parsons, testifying before a subcommittee 
of the House Appropriations Committee on June 11, 1958, stated; 


The figure, of course, is based upon the salary levels, the 
wage levels, set by the French when they organized the army 
and were paying the army. 


A year before, on June 4, 1957, Director John Hollister, of the ICA, 
had told the Senate Foreign Relations Committee: 


The price of running all the armies in the Indochinese 
countries is way out of line, in our opinion. The difficulty is 
in trying to stop it. They were paid on that basis by the 
French. 





10 U.S. AID OPERATIONS IN LAOS 


The circumstances surrounding the 1955 pay raise are difficult to 
determine at this late date, and apparently no one in the executive 
branch was sufficiently concerned at the time to piece the story 
together. So far as can be determined, the 1955 raise, amounting to 
$2.8 million, was put into effect by the Royal Lao Government with- 
out any consultation with U.S. aid officials. Presented with an 
accomplished fact, the United States simply acquiesced. At the date 
of this writing, this acquiescence has so far cost the U.S. taxpayer 
some $10 million. 

The circumstances of the 1959 pay raise are known in more detail, 
but there is an absence of complete agreement as to what interpreta- 
tion is to be given to the known facts. The facts follow, insofar as 
they have been established. 

On August 31, 1958, Ambassador Horace Smith cabled the Depart- 
ment of State a request that he had received from the Royal Lao 
Government: Would the United States look favorably upon a pay 
raise for the Lao Army? 

State’s answer, dated September 5, was “‘No.” The reply also 
pointed out that such a raise could have an inflationary effect, just 
at the time when monetary reform was coming into being; it was 
suggested that a pay raise might be considered in the future, “after a 
reasonable lapse of time, if monetary reform causes price rises, which 
it is not expected to do.” 

A cable to CINCPAC ? dated December 10, 1958, again opens the 
pay raise question and recommends that it be granted, provided 
that the Lao Army could still stay within the established budget 
ceiling. CINCPAC forwarded this recommendation to Washington 
on December 20, 1958, with an affirmative endorsement. There was 
introduced into the picture at this point a suggestion which the 
subcommittee considers highly improper. This was the suggestion 
that this extra million dollars be charged against the U.S. military 
assistance program rather than against defense support, for which a 
ceiling had been established. 

On January 7, 1959, a Department of State cable (approving officer, 
J. Graham Parsons) advised CINCPAC and the country team ® once 
again that no pay raise would be approved, citing the inflationary 
danger and adding that the army was “already the highest paid group 
in Laos’’. 

This led to a flurry of cables, from which the following appears. 
The Lao Government had already announced the pay raise, on January 5. 
They had done so on the basis of statements from the Chief, Programs 
Evaluation Office * that the pay raise would be acceptable, provided 
that the over-all ceiling was not exceeded. 

The Chief, PEO, justifies his position on the basis that in prior 
years, CINCPAC approval of the military budget had been tanta- 
mount to Washington approval, and that Washington had never before 
communicated either approval or disapproval direcily to him. 

On January 12, 1959, State and ICA communicated to field officials 
their continued disapproval of the pay raise in principle, but acquiesced 
in it on the basis of ‘commitments already made”’. 


? 


7 Commander in chiel, Pacific, who is the level of command intermediate between the country team and 
Washington 

* The country team is a group of senior U.S. officials in each country, headed by the Ambassador, which 
‘oins in reviewing and submitting the annual country protram to Washineton 
* That section of the USOM charged with administering the military budget. 
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Wherever the responsibility for this pay raise lies, and the exact 
fixing of responsibility is an almost impossible task (as in so many 
other phases of the foreign aid program), it is costing the U.S. tax- 
payer another $1 million a year. 

It is unfortunate that expenditures of this magnitude can, like the 
25,000-man army itself, ‘just grow’’, almost without the conscious 
intention or attention of any U.S. official. 


NATURE OF THE AID PROGRAM IN LAOS 


Having made the decision to support a 25,000-man army in Laos, 
the Department of State then placed upon IC A the problem of putting 
some $40 million a year into an economy that, as will be shown, could 
not absorb half that amount. ‘There is no indication that this problem 
was ever considered before making the initial determination as to the 
size of the army, nor is it clear that the executive branch recognized 
this problem when face to face with it. 

The General Accounting Office advised the Congress, in May 1958; 


The level of aid has been based principally on the cost of 
maintaining the Lao military forces for which the United 
States assumed the full burden of support. More than 85 
percent of the local currency resulting from U.S. dollar aid 
was programed for this purpose. 


The GAO continued: 


The main objective of the ICA program has been to gen- 
erate local currency—kip—for military support including 
troop pay, Maintenance, housing, ete. According to ICA 
its established procedures for generating local currency— 
namely, procurement authorizations for financing the im- 
port and sale of commodities—would have been too slow in 
obtaining the kip necessary to meet military payments. 
Also, the economy of Laos could not absorb imports in the 
amounts required to generate the needed kip. For these reasons 
the agency considered it necessary to provide the greater 
part of aid in the form of cash grants * * * Approximately 
1 a $95 million—72 percent of the total dollar aid for the 3 years 
1955-57—has been in cash grants. [Italics supplied.] 





Replying to this criticism, ICA stated: 
, It is not true, as implied here, that cash grants were given 
: because the economy of Laos could not absorb enough im- 
' ports to generate the necessary kip. Cash grants were used 
j as a means of generating local currency entirely because it 
was impossible to obtain, quickly enough, the amount needed 
by the established procedures, using procurement authoriza- 
tions for financing the import of saleable commodities. At 
the same time a commodity import program under normal 
procedures was inaugurated to make a start in building up a 
pipeline which eventually would make it possible to reduce 
or eliminate cash grant operations. 





10 Hearings before a subcommitte of the Committee on Foreign Affairs, May 7 and 8, 1958, pp. 2 ff. 
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Unfortunately, ICA’s explanation ignores the facts. In addition 
to GAO’s appraisal, ICA had been apprised i in detail by ts own eval- 
uation groups, headed by Howell and Sessions," that the program 
exceeded the absorptive powers of the Lao economy. That it did 
in fact exceed those powers is amply borne out by consideration of 
the extent to which program funds were diverted to purposes of specu- 
lation and corruption. The final item of proof, if any is required, 
lies in the buildup, by the Lao Government, of a dollar reserve that 
has gone as high as $40 million. The reserve reached this point 
primarily because there was not sufficient demand for commodities 
to induce importers to buy foreign exchange. 

Clearly, the absorption was a major problem, and ICA was aware 
of it. Cash grants, however, were maintained at a fairly constant 
level. Evidence developed by the subcommittee indicates that this 
derived from the same factors that led to excessive dollar reserves— 
lack of demand for goods, or to give it its other name, lack of absorp- 
tive capacity. The following table demonstrates the continued high 
level of cash grants: 

Dollar funds 


{In millions] 








1955 1956 1957 Total | Percent 
of total 
Generation of local currency: 

RN 60.5 nish ss scent etiinomdsabdabtibiainiainlaldidin $28. 2 $33. 7 $32. 7 $94. 6 72,2 
Commodity import program pnenmiipaneeetiel 10.9 8.3 5.5 24.7 | 18.8 
PERE Ge he cnttdocvetbdndcscsceibttiieiawes 1.5 5.1 3.8 10. 4 7.9 
ei ten d= inicinirbenpcttionigetouving 3 | 2] 9 1.4 | 1.1 
A ditches ae Sted caches teak | 40.9] 47.3 | 42.9 | 131.1 100. 0 


The bulk of U.S. aid funds in Laos was in the defense support 
category. Project aid will be discussed in greater detail later in the 
report. The nonproject ’ portion, discussed here, has been handled 
very carelessly, and in such a manner as to promote waste, inefficiency, 
and corruption. 

Commodity imports for the civilian economy, controlled by ICA 
through procurement authorizations, were, as noted, only a small 
portion of the total nonproject program. Cash grants, which comprise 


the bulk of the program, were handled in the following manner, as 
described by the GAO: 


Under this form of aid, U.S. Treasury dollar checks are 
given to the Government of Laos which in turn deposits a cor- 
responding amount of kip in a special counterpart account 
from which they are withdrawn for the intended purposes. 
The Government of Laos borrows the required kip from the 
National Bank of Laos. The dollar funds serve as currency 
backing until they are converted into kip by sale to importers; 
the kip thus produced are applied to repay the borrowings. 





1! See below: 


2 Project aid involves the financing o1 specific, tangible proposals such as the construction of a dam, ofa 
highway, or of grain storage facilities, the eradication of malaria or some other endemic disease, or the bring 
ing of students to the United States for specialized training. Non-project aid is not related to any specific 
project, and in many countries constitutes a very substantial part ofthe aid program. In essence, it involves 


direct grants to recipient countries of lump sums of dollars, or commodity imports for resale to generate local 
currency 
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It was appareiatly the intention, through retiring kip in this fashion 
as dollar reserves were used in foreign exchange transactions, to limit 
inflation. So unsuccessiul has this system been that the cost of living 
in Laos doubled between 1953 and 1958. 

A related problem was the existence of an artifically pegged “official” 
exchange rate of 35 kip to 1 U.S. dollar. Free market operations in 
Bangkok, Hong Kong, and elsewhere offered rates ranging as high as 
110 tol. Asa result, it became profitable for merchants to speculate 
in foreign exchange without actually importing goods, or importing 
them only for transshipment to other countries; speculation super- 
seded the serious business of importing for local consumption. 

The executive branch was aware of this complex of difficulties. 
In response to a congressional question," “How much of our aid has 
been dissipated [in Laos]?” the Department of State replied: 


The problem has been one of misdirection and inefficient 
use of aid rather than dissipation in the truesense. The basic 
reason for misdirection and inefficient use of aid has been the 
increasing disparity between the official and black market 
exchange rates for the kip * * * 

The major irregularities in the Laos import program have 
been overinvoicing and diversions. In the former cease, im- 
perters falsify invoices in order to obtain more foreign ex- 
change than the amount actually necessary to pay for the im- 
ports. The difference is easily deposited to their credit in 
an account outside the country. Diversions occur when 
goods destined for Laos never get there or when after arriving 
in Laso they are illegally shipped out of the country. * * * 

One of the major contributing factors which accounts for 
this unsatisfactory situation has been the unrealistic official 
exchange rate of the kip, which provides a strong incentive for 
these abuses and affords an opportunity for making illegal 
profits. This unrealistic rate of the kip is at least partially a 
reflection of the political instability in that part of the world. 
As a result there is considerable pressure on the part of those 
with money to get it out of the country and since this cannot 
be done officially, it is done largely through the import pro- 
gram. [Italics supplied.] 


From the foregoing one may note, in addition to the problems al- 
ready discussed, that excessive use of cash grants and related laxity 
in import controls have, in effect, led to the financing of capital flight 
by the U.S. aid program, in a country where one of the primary needs 
is for local investment capital. 

The quotation also points up the awareness by the executive branch 
of the “‘unrealistic”’ rate and of its key importance as a root of difficulty. 
In October of 1958, the rate was finally corrected, and brought in 
line with its realistic valuation. 

The military assistance program in Laos (hardware, as distinguished 
from the military budget support which is provided under the defense 
support category) has been small, considering the size of the army. 
It has been devoted mainly to the supplying of spare parts, fuel, 
ammunition, and similar maintenance items calculated to keep in 





1 Hearings, Committee on Foreign Affairs, Mutual Security Act of 1958, pp. 566-568. 
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operation the equipment the Laotian Army held at the end of the 
Indochina conflict. 

The technical cooperation program has also been quite small, par- 
ticularly when one considers that Laos falls clearly within the category 
of “underdeveloped” countries. Aid activities having a direct impact 
on the rural villagers have been slight. 

In summary, the aid program in Laos has been directed primarily 
to the support of the army. Benefits from commodity imports inci- 
dental to this effort were limited to relatively few Laotians (the 
Howell group estimated the number of “customers” at 150,000). 
There have been only two major projects, involving significant amounts 
of money, calculated to bring about basic improvement in Laos. One 
of these, a police project, was motivated primarily by the same desire 
for “political stability” that sparked the support of the army. The 
other was directed to the rehabilitation of the roads of the country; 
it was characterized by corruption, maladministration, and poor 
performance. 

These two projects will be discussed subsequently, together with 
the only project ever undertaken in Laos which was ¢ tleulated to have 
some significant impact on the average anes the primitive rural 
villager. This was Operation Booster Shot, a “one-time” operation, 
in the spring of 1958. It pointed the way sel an improved program in 
Laos, but the executive branch has failed to follow this up. 


ICA INACTION ON KNOWN DEFICIENCIES 


ICA/Washington had ample opportunity to become informed on the 
deficiencies of the program in Laos. In addition to normal adminis- 
trative management channels, and communications and _ reports 
flowing through these channels, at least siz separate sources of infor- 
mation relating to deficiencies in Laos have been available to ICA 
since the program’s inception in 1955. 


o> 

placed under contract by ICA/Washington on October 31, 1955. Its 
personnel arrived in Vientiane, Laos, in December of that year. A 
new government was being formed, and did not come into existence 
until April 1956. In the iterim, the Howell group complied a “survey”, 
forwarded to ICA on April 20, 1956 (the first meeting with the new 
Government had been on April 10). Thereafter, the Howell group 
submitted some 28 detailed monthly reports, and a final overall report 
on January 31, 1959. 

The mission of the Howell group was to be available to the Royal 
Government of Laos to advise and assist its Ministers, and to train 
Laotian staff personnel, in foreign trade and procurement activities. 
In its initial survey of April 1956, the Howell group pointed out that 
the ICA-financed import program contemplated for Laos—over $3 
million a month—was excessive in view of a limited market, perhaps 
150,000 persons with adequate purchasing power; inadequate phys- 
ical facilities for moving this quantity of goods; an almost complete 
absence of commercial credit facilities. Prophetically, this survey 
reports “a probable peak figure of $1% to $2 million as the largest 
monthly demand for merchandise.” Subsequent experience bore ‘out 
this estimate; much of the slack was taken up by speculative currency 


transactions, corruption, capital flight, and.the buildup of excessive 
dollar reserves. 


<a 
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Subsequent reports of the Howell group, particularly after they 
were placed in a position to disapprove applications for import 
licenses, called attention to additional deficiencies. Howell pointed 
out that the projec ted size of the import program had no economic 

validity at all in terms of the commodity needs of Laos; the dollar 
amount of this program had been arrived at simply by computing 
the kip deficit of the Lao Government’s budget and dividing by 35 
to get the dollar equivalent 

Howell pointed out that even when the lists of eligible imports had 
been expanded to include almost every type of commodity that it 
was possible to sell in Laos, the monthly import total was still well 
under $2 million. 

Howell also pointed out that even with the tremendous program that 
the United States had set up for Laos, some of these difficulties could 
be obviated if more of the support of the army were given in kind 
rather than in cash. He computed that for the first 3 years of the 
progrim support to the army could have been in kind in the amounts, 
respectively, of $17 million, $12 million, and $4 million. Despite the 
setting up of a board to pass on import licenses in an effort to tighten 
controls, it was still possible in August and September of 1957 for a 
Laotian Minister to issue $14 million worth of licenses by completely 
bypassing the board. 

Howell’s tenacity in bringing embarrassing facts to the attention of 
the mission did not enhance his popularity. 

The Council of Ministers of the Royai Lao Government, on Jan- 
uary 14, 1958, in a communication transmitted officially through the 
U.S. Ambassador, requested the continued services of the Howell 
group. ICA/Washington, however, decided that no funds were 
available for this purpose. Their contract was not renewed. 

Sessions Report —In the spring of 1956, a special study group was 
sent from Washington to southeast Asia, composed of representatives 
of ICA and the Departments of State and Defense (known as the 
Sessions group, after its Chairman, Edson O. Sessions). Its report 
was presented to the Director of ICA on May 24, 1956, and covered 
aid programs in Laos and Cambodia. 

As the report applied to Laos, its most significant findings were 
these: ‘The logistical situation is critical’; ‘an adequate, competent 
staff must be supplied USOM/Laos”’; ‘ ‘the time has come to put the 
Laos aid program on a sound basis and reduce the U.S. aid level’’; 
“in the event of a settlement with the Pathet Lao a substantial reduc- 
tion in the Lao Army will be possible, and an immediate reduction in 
the U.S. aid level’ 

With more specific reference to this question of reducing the aid 
level, the report points out that the Lao Government itself ‘is 
opposed to the flooding of the Lao market with imports”. The report 
suggests, because of the limited absorptive capacity of the economy, 
that imports be reduced; “a dollar commercial import require- 
ment of $15 million (annually) appears to be on the generous side.”’ 
This was substantially in accord with the findings of the Howell group. 

Seeking key points in the program requiring correction, the Sessions 
group further commented— 

The principal organizational weakness in USOM is its lack 


of adequate direction. Even if all the technicians and all the 
commodities contemplated in this program should be avail- 
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able, without firm direction and sympathetic interest from 
the mission director, the program will flounder. The staff 
is estranged from USOM leadership and feels a lack of 
adequate policy direction and guidance. [Italics supplied.) 


The mission director at that time was Carter dePaul. He was not 
replaced until July 22, 1957, some 14 months later, and was then 
assigned by ICA to be Deputy Assistant to the Director on matters 
concerning the National Security Council, the Operations Coordinating 
Board, and the Committee on Foreign Economic Policy. 

Miller Reports—Haynes Miller was an ICA end-use auditor assigned 
to Laos. His job was to check on the actual use being made of 
commodities, equipment, and funds being provided under the aid 
yrogram, and to report to his superiors any information that came to 
oo attention indicating maladministration, misuse, dishonesty, or 
similar matters. Mr. Miller testified that certain USOM officials had 
sought to suppress his reports. 

So far as the subcommittee has been able to determine, he was the 
first to question the adequacy of the Universal Construction Co. 
contracts and the company’s performance thereunder. His “End-Use 
Investigation Report No. 12,” dated August 16, 1957, covering $1.7 
million of roadbuilding equipment paid for by ICA and used by 
Universal under its roadbuilding and maintenance contracts with the 
Lao Government, is severely critical of the manner in which the 
equipment had been abused. Miller concluded that 94 percent of the 
equipment examined by him (which comprised slightly over one-third 
of the total equipment available) was unsatisfactory in condition, 
or use, or both. His findings were confirmed, in the course of the 
Burns audit,'* by Robert Johnson, of the U.S. Bureau of Public Roads, 
who accompanied Burns. Johnson stated that at the time of Miller’s 
inquiry “43 percent of the equipment was actually deadlined or in 
poor condition,” and that only one-third of the total equipment was 
in good condition. At the time of his own survey, he panes, “the 
inoperable or should-be-deadlined equipment is about 5 percent of 
the total.”” Johnson concluded that putting back in ie order 
that equipment which could be repaired would cost about $400,000. 

In forwarding Miller’s report to Mr. Carl Robbins (then USOM 
Director), under date of September 11, 1957, Mr. Harry Harting, 
USOM Controller, stated: 


The report is very long but no attempt has been made to 
edit it in view of the ultimatum delivered by Mr. Miller a 
short time ago to effect that “any changes will make the 
report the report of the person making the changes” and 
that “if the report is changed in any particular it will result 
in my resignation.” Also, since Mr. Miller has already 
submitted his resignation, I see no point in entering into a 
long controversy over this report. 

In spite of its length, however, it is recommended that 
the report be read in its entirety since it clearly reveals some 
of the crosscurrents at play in the mission, particularly as 
they are affected by this and other Universal contracts. 


4 See below. 
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The report does reveal a bad state of affairs. There 
appears to be little, if any, doubt that this equipment has 
been misused and abused. 


Certainly this quotation from Mr. Harting’s transmittal letter lends 
support to the testimony of Mr. Miller that efforts were made by 
Harting and his deputy, Mr. Norman A. Kotz, to suppress the report 
and that it was finally released only after his expressed intention to 
bring the matter to the attention of ICA/Washington. 

Mr. Miller’s End-Use Report No. 13, dated August 26, 1957, covers 
analysis of three contracts with Universal Construction Co. The first 
was with the USOM, for clearing land and grading; the second was 
also with the USOM, for construction of a ferry ramp; the third was 
with the Lao Government, for rehabilitation of roads. 

Miller was pulled off this investigation, by the Controller, before 
he had completed it. This followed an attempt by Miller to examine 
pertinent records of the Universal Construction Co., in the course of 
which Mr. Gerald Peabody of that firm became quite heated and 
threatened to “have Miller fired.”” The report points out deficiencies 
in the contractor’s performance under these contracts, excessive costs, 
and the participation of Edward T. McNamara in awarding the ferry 
ramp contract. 

Upon leaving the USOM, Miller submitted a further report to 
Director Robbins, covering Universal’s performance on the road job, 
a document dated September 6, 1957. Among further elements of 
deficiency pointed out in this report are: the absence of specifications 
in the contract controlling the work to be done; and that the contract 
was ‘negotiated privately” between certain Lao officials and Peabody, 
and “insistently recommended to the Royal Government of Laos by 
Mr. McNamara, chief of the mission’s public works and industry 
division.” 

So far as the subcommittee has been able to determine, this report 
was never forwarded to ICA/Washington by the USOM/Laos. A 
copy was provided in Washington by Miller after his return; otherwise 
Washington might never have been apprised of the findings and 
charges contained therein. 

General Accounting Office Audits—In the spring of 1957, GAO 
auditors visited the Indochinese countries (but not Laos) and pre- 
pared a report of their findings. A preliminary report on Laos was 
also prepared, based at that time solely on an examination of files 
available in ICA/Washington relating to the program. ‘This report 
was submitted to ICA, for its comments, on July 30, 1957. ICA did 
not submit the requested comments until January 9, 1958, 2 days 
after a GAO-State-ICA meeting discussed below, at which further 
“delay” was requested. 

This is especially noteworthy, in that draft comments on the GAO 
report had been prepared within ICA’s Far East Division on Sep- 
tember 18, 1957, almost 4 months before. 

The original GAO submission had requested ICA’s comments 
prior to September 6, 1957. On November 22, 1957, GAO wrote to 
ICA suggesting that the deadline had passed and that prompt action 
was required. ICA deigned to reply—to this letter, not to the original 
request for comment—on November 26, 1957, promising the com- 
ments by the first week in December. 
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On December 27, 1957, the comments sitll not forthcoming, GAO 
sent ICA another letter, with the clear implication that unless the 
comments were received without further delay, the report would be 
submitted to the Congress without them. This jarred the comments 
loose, and they were received by GAO on January 9, 1958. 

In the interim, GAO had decided that a field audit in Laos, to 
supplement the examination of records in Washington, was desirable. 
State and ICA requested a meeting to discuss this matter, and such a 
meeting was held on January 7, 1958. State and ICA have taken the 
position that their request, at this meeting, for a delay in commencing 
the audit was based upon a desire to avoid embarrassment at certain 
meetings then projected in Washington with Laotian oflicials. This 
may be, but the subcommittee has received, in executive session, 
information leading it to conclude that this was coupled with another 
motivation—to avoid publication of the GAO report until after Con- 
gress had voted out the year’s foreign aid funds. Whether this was 
the major goal or not, this was the practical effect, since the final 
GAO report did not reach the Congress until October. 

GAO did offer some testimony, based on a first draft of their field 
report, before a subcommittee of the Committee on Foreign Affairs, 
on May 7, 1958. It should be noted, however, that the authorization 
bill was passed by the House 7 days later, on May 14. The hearings 
of the subcommittee were not published until May 12, so Members 
of Congress had no real opportunity to familiarize themselves with its 
contents. 

This pressure of time need not have resulted, if State and ICA had 
not induced GAO to delay commencement of the field audit. What- 
ever the reasons advanced for this delay, the effect in practical terms 
is clear. Known deficiencies were concealed for a time from the 
Congress. 

One of the points advanced by State and ICA in requesting GAO 
delay was that they were already aware of all the deficiencies in the 
Laos program, so GAO could tell them nothing new. In the face of 
this bald statement, it is natural to ask why, then, they had not done 
something to correct them. 

ICA’s Office of Evaluation Report.—ICA maintains a special office, 
whose functions are to evaluate the effectiveness of the foreign aid 
program, and to make recommendations for improvement. This 
Office is responsible to the Director personally, according to ICA, and 
its reports are addressed to him. He can, and does, make these reports 
available throughout the executive branch as he sees fit. He has 
refused, however, to make them available to the Congress. Conse- 
quently, this subcommittee is unable to say what the evaluation team 
found in Laos, during a study conducted from October 11 to Decem- 
ber 15, 1957. Its report, however, with whatever deficiencies it may 
have noted and recommendations it may have made, has been avail- 
able in ICA/Washington for over 18 months at this writing. 

Burns Audit—ICA maintains an audit staff, which makes audits of 
ICA operations with some frequency, on a routine basis or as a result 
of some particular stimulus. ICA auditor Edward Burns, accom- 
poane by a road construction expert from the U.S. Bureau of Public 

oads, conducted an audit in Laos from June 1 to July 14, 1958; his 
final audit report was issued on November 14, 1958. 
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It is noteworthy that, despite the information available in ICA/ 
Washington as a result of the foregoing reports, no official agency audit 
was launched until after this subcommittee had begun its formal 
inquiry (April 10, 1958). ICA has denied any causal relationship, but 
its own cable files, paraphrased below, demonstrate to the contrary: 


CA/Washington cable to Vientiane, Laos, on May 1, 
1958.—We anticipate that. in the near future, congressional 
committees will be asking questions concerning certain IC A- 
financed contracts in Laos; in particular, those with Univer- 
sal, Rader, and Vinnell 

The USOM must conduct immediate audits of these con- 
tracts before congressional inquiries are received. Weassume 
that the USOM controller and his staff ean undertake this 
task, but advise us if additional assistance is required. The 
audit should be coordinated with Kelly, the regional inspector 
of the Office of Personnel Security and Integrity. 

Vientiane, Laos, cable to 1CA/Washington, on J ay a 
1958.—This is in reply to [CA/Washington’s cable of May 
1. Because of vacancies at the USOM, we request that vou 
supply additional personnel to assist us, on temporary duty: 

A senior auditor, an end-use investigator, and a highway 
engineer qualified to evaluate construction performance 
under the contracts 

[CA/Washington cable to Vientiane, Laos, on May 13, 
1958.—This is in reply to Vientiane’s cable of May 7. We 
are sending vou Robert Johnson, an engineer from the U.S. 
Bureau of Public Roads, and Washington auditor, hdward 
Burns, who is experienced in end-use matters. About June 
1, end-use investigator Kenefick will arrive from Korea to 
fill the vacancy left in your staff by the departure of Miller. 

Readers are free to make their own interpretations of the purport 
of this cable traffic. It seems to us that they demonstrate beyond a 
reasonable doubt that congressional inquiry into the Laos program was 
the “stimulus” that provoked the Burns audit. 

It is a unfortunate that ICA did not see fit to send Burns in 
earlier, or to give heed to the earlier available information. Burns’ 
findings, in all important respects, corroborate findings of the earlier 
groups and of the subcommittee. (Although it must be noted that 
a number of subsequent vena, have been made by the subcommittee, 
which even Burns overlookec 

In an early report to ICA Wealiington: surns commented: 


Had I come down here a year ago, or even about last 
September when this crisis broke, I could have been on top of 
the situation and completed my investigation within 14 days. 
Now the trails are cold, the facts are hazy and there is an 
epidemic of infectious amnesia. 


Burns’ primary task was to audit the contracts of the Universal 
Construction Co. He found that they held a total of 19 contracts 
and ‘“‘work orders” with USOM/Laos (although only 8 of these con- 
tracts were contained in the files of ICA/Washington), totaling 
$604,000. This is in addition to Universal’s IC A-financed road 
contract with the Royal Lao Government, for $1,068,000, making a 
grand total of $1,672,000. In addition, it will be recalled, they had 
at their disposal some $1.7 million of ICA-financed equipment. 
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Burns’ findings concerning the Universal contracts will be considered 
in greater detail later in this report, in connection with the subcom- 
mittee’s own findings concerning Edward T. McNamara, USOM/Laos 
public works and industry officer, and other individuals who appear to 
have colluded in establishing for Universal a virtual monopoly of 
lucrative construction contracts. 

Burns stated— 


In particularly 3 of the 13 Universal contracts I have 
reviewed (as of June 30, 1958) there is indication of fraud, 
corruption, collusion, and what appears to be deliberate 
negligence on the part of mission personnel. Any or all of 
these charges, though most apparent, would be difficult to 
prove under the present circumstances. 


Fortunately, the subcommittee has been able to prove them, in 
part, and to cast some light even on those which cannot be fully 
proved. 

The recommendations contained in Burns’ final report to ICA/ 
Washington thoroughly condemn Universal and a number of USOM 
personnel for, at the minimum, negligence and impropriety. His 
primary recommendation was this: 


The USOM will not award any additional contracts to the 
Universal Construction Co. pending resolution of the prob- 
lems contained in this report. 


Although he had conveyed his findings to the acting mission 
director, then Elbert A. Loren, the mission recommended to ICA/ 
Washington an extension of Universal’s road contract with the Lao 
Government. This recommendation was contained in a cable, on the 
original copy of which it was made to appear, without Burns’ knowl- 
edge, that he had approved the recommendation. The extension was 
approved by ICA/Washington, in the record time, for them, of 3 days. 

Leonard Saccio, Acting Director of ICA, stated to the Committee 
on Foreign Affairs that he had “acted before the ink was dry” 
Burns’ report. This is misleading. In fact, ICA let over 3 months 

ass before any remedy was applied. Burns returned to Washington 
an early July; by that date, at least, ICA/Washington was fully 
apprised of the problems relating to Universal. In. light of prior 
information available to the agency on this firm, it is incomprehensible 
that not until October 24, 1958, did ICA/Washington direct the 
USOM not to award additional contracts to Universal, and to suspend 
payments under existing contracts pending determination of claims 
that might exist against the contractor. 


HIGHWAY PROGRAM 


The recurring deficiencies in ICA operations previously referred to 
are strikingly underlined in the findings of the subcommittee investi- 
gation of the highway program, the mission’s principal project activity 
in Laos. In a teal where capital projects generally are not feasible, 
the highway project presented the mission with its best opportunity 
to give the Lao people something that was urgently needed and at the 
same time demonstrate American engineering knowhow. This was 
a priority project with a “crash” label but, as it turned out, it was 
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priority without performance. Our findings, in addition to revealing 
a dismal return on a $4 million expenditure, demonstrate that devia- 
tions from sound administrative standards and procedures provide 
ready-made facilities for corruption. 

On April 30, 1955, project approval was granted for the first major 
stage in a road program that was intended eventually to achieve the 
rehabilitation, and restoration of regular maintenance, of highways of 
primary importance in Laos. It was 9 months, however, before any 
further action was taken. 

On January 26, 1956, an expenditure of $330,000 was approved by 
ICA/Washington for the negotiation of a contract with an American 
engineering firm, to provide 11 American technicians to organize the 
Laotian road maintenance groups proposed in the project. 

On February 17, 1956, $1,516,560 was approved to have the U.S. 
Bureau of Public Roads procure highway equipment, to be utilized 
by the American contractor establishing the road maintenance groups 
referred to in the preceding paragraph. 

On October 15, 1956, ICA/Washington approved a further expendi- 
ture of $496,908 for the negotiation of a contract with an American 
engineering firm, to provide consultation and guidance to the Lao 
Ministry of Public Works, which Ministry was responsible for highway 
operations in Laos. 

The subcommittee found no evidence that either the mission or 
ICA/Washington had made any provision for coordinating the arrival 
of the equipment with the arrival of the contractor who was to utilize 
it. The U.S. Bureau of Public Roads, acting as procurement agent for 
ICA/Washington, informed ICA that all of the equipment would be 
purchased by June 30, 1956, and dispatched a highway specialist to 
Laos to provide the mission with information concerning the procure- 
ment and shipping details. The mission, however, made no move to 
expedite the service contract which had been proposed to utilize the 
equipment, until after the mission had received word, in June 1956, 
that some of the equipment was actually en route to Laos. 

Responsibility for coordinating the contract with the arrival of 
equipment in Laos rested squarely with ICA/Washington, although 
it also appears that the mission evidenced no concern until it became 
evident that tons of equipment would arrive in Laos with no provision 
for receiving, servicing, warehousing, and utilizing it. The implemen- 
tation orders for equipment procurement and engineering services 
had entered the hopper of the agency’s Office of the Deputy Director 
for Technical Services in late January 1956. The equipment order 
was channeled through the procurement division of that office, and 
it was processed expeditiously by assignment of the procurement to 
the U.S. Bureau of Public Roads. The implementation order for 
engineering services, on the other hand, was routed to the Area Opera- 
tions Division of Technical Services, where the evidence shows no 
action whatsoever was taken on it until the end of May 1956— 
4 months later—when it was referred to the Office of Contract Rela- 
tions, another unit of the Office of Technical Services. The Area 
Operations Division is without an explanation for this delay, which 
was to change materially the entire complexion of the highway project 
as originally conceived by the mission in its proposal to ICA/Wash- 
ington. The Office of Contract Relations required nearly 6 more 
months to sign a preliminary agreement with Vinnell Co., Inc., of 
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Alhambra, Calif., and an additional 5 months to negotiate a final 
signed contract with that firm. 

The excessive delay of contract negotiations in Washington created 
an emergency situation in Laos which was embarrassing to U.S. 
interests. Long-awaited equipment was piling up with no facilities 
for putting it to work. In August 1956, the then USOM Director, 
Carter dePaul, cabled Washington that he was at a loss to understand 
ICA/Washington’s inability to meet the commitments of the project 
and pointed out that nonutilized road equipment was prejudicial to 
U.S.-Laos relations. The Director requested, and on August 22, 
1956, received, permission to negotiate a short-term contract, not to 
exceed $25,000, for the purposes of clearing the site for an equipment 
compound, conditioning the equipment for service, and performing 
needed emergency repair work on the Thadeua Road. 

This authorizing cable appears to be the first step through which 
ICA/Washington was eventua!ly to relinquish contro] over the high- 
way project in Laos. When the mission’s conduct of the highway 
project was subsequently unraveled, by the subcommittee, it was 
disclosed that the Universal Construction Co., with the aid of a 
mission official it had corrupted, had parlayed an initial contract 
(under this $25,000 authorization) into a virtual monopoly of all 
highway operations in Laos 

Pursuant to the authority granted by ICA/Washington, the mission, 
on August 27, 1956, allegedly under a letter of intent, engaged the serv- 
ices of the Universal Construction Co. to assist the Lao Government in 
making emergency repairs to roads in the vicinity of Vientiane. (‘T'wo 
American citizens, Gerald A. Peabod y and Willis H. Bird, were prin- 
cipalsofthefirm.) Acontract was written in theamount of $25,000, but 
not signed until October 4, 1956. ‘lhe implementation order (which 
is the agency document for authorizing funds) was not signed until 
October 12, 1956, a week after the contract was signed, contrary to 
ICA regulations. This cost-plus-fixed-fee contract was let without 
bids, contrary to ICA regulations. Neither the mission nor the con- 
tractor was able to produce for the agency’s auditor the letter of intent. 
The absence of this document raises the question of whether the con- 
tractor was properly authorized to engage in work during the period 
from August 27 until October 12, 1956, the date the contract was 
signed. Without this document the mission was without authority 
for the release of funds it made to pay the contractor during this 
period. 

On October 26, 1956, dePaul cabled ICA/Washington for permission 
to increase the contract to $50,000 “to continue this emergency proj- 
ect”. On November 7, 1956, ICA/Washington, calling attention to a 
paucity of submitted information on mission highway operations, 
reluctantly gave the director permission to negotiate a new contract 
with Universal, not to exceed $25,000, to carry on this road mainten- 
ance project. ‘To support his position, dePaul cabled ICA/Washing- 
ton, that the extension was made necessary by the delay in the arrival 
of contract personnel, (to be provided by ICA Wasbinwton) and he 
added that Universal’s performance had been excellent. Subse- 
quently, ICA auditors, who were unable to find any records on the basis 
of which Universal’s work could be evaluated, observed that the con- 
tract had specified that the contractor was not to be responsible for the 
completion of any work. A most unusual contract! 
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Instead of following ICA/Washington’s instructions to negotiate a 
new contract, the USOM, without Washington authority or any other 
authority, on March 3, 1957, amended the Universal contract to in- 
crease the expenditure limit from $25,000 to $50,000. 

For reasons for which no explanation has ever been forthcoming, 
the USOM, on October 10, 1956, without the knowledge or consent of 
ICA/Washington, and without fund authorization, entered into a 
second contract with Universal, this one a lump-sum contract in the 
amount of $15,950, to assist and expedite the reception, transporta- 
tion, and off-loading of highway equipment valued at $1,600,000. The 
negotiation of this contract is further evidence of the utter disregard 
of the mission for the agency’s regulations intended to safeguard the 
disbursement of aid funds. In the negotiation of this contract, the 
mission completely reversed the procedure on which contract opera- 
tions are based. Under prescribed procedure, contractual negotiations 
are supposed to adhere to the following order: 

1. Authorization of funds; 
2. Invitations to bid; 
3. Award of contract; 
4. Beginning of operations. 

eee ‘negotiated’ this particular contract in the following 
order: 

1. Universal began performing the required work in July 1956; 
2. Contract was signed October 10, 1956; 

3. Invitations to bid were issued November 1, 1956; 

4. Funds were authorized January 16, 1957. 

Further evidence of the breakdown of prescribed controls was the 
total payment of $24,804.50 to the contractor—$8,854.50 in excess of 
the contract limit—and before the funds were authorized. The issue 
of invitations to bid was simply a token device of the mission to 
—e the complaint of a competing firm, the Pioneer Construction 

0.15 

Records were not available, in the mission or anywhere else, to 
evaluate Universal’s operations under this contract. However, a 
U.S. Bureau of Public Roads engineer, Robert S. Johnson, who re- 
viewed the Universal operations in Laos in connection with the 
Burns audit, reported that the work had not been carried out in a 
manner to insure proper receipt, disposition, maintenance and care of 
the roadbuilding equipment, and that facilities provided for the receipt 
and storage of the equipment had been neglected and were inadequate. 

While dePaul on one hand was pressing ICA/Washington to hurry 
the engineering contract to get the highway program underway, he 
was with the other hand supporting McNamara’s insistence on a 
Universal-Lao Government deal that was to strip the ICA/Washing- 
ton-Vinnell contract of its usefulness. 

On January 26, 1957, the Government of Laos executed a contract, 
directly with Universal, to perform substantially the same services that 
are spelled out in the contract ICA/Washington was negotiating with 
Vinnell, whose engineers were already arriving in Laos under a letter 
of agreement. Moreover, USOM turned over to the Lao Govern- 
ment, which placed in the custody of Universal, all of the roadbuilding 


18 Similar instances were referred to in this subcommittee’s report, “Foreign Aid Construction Projects”, 
G. Rept. No. 2012, 85th Cong., 2d sess. 
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equipment procured with U.S. funds and intended for the use of the 
Vinnell Co. 

The total amount of this contract was 37,400,000 kip, or, at the 
free market rate of 100 to 1, $374,000. This is comparable to the 
$330,000 Vinnell contract which was to perform substantially the same 
services. However, on February 5, 1956, 10 days after the contract 
was signed, the contract was amended to provide for the conversion 
of 80 percent ' of the “‘contractor’s earnings” into U.S. dollars at the 
official rate of 35 to 1. This increased the value of the contract from 
$374,000 to $854,800, increasing the cost of our aid program by half 
a million dollars. 

Examination of correspondence and cable files by the subcommittee 
disclosed that I|CA/Washington had no knowledge of the Lao-Univer- 
sal contract until 4 months later when the Lao Government could no 
longer finance the project. On April 19, 1957, dePaul cabled Wash- 
ington for permission to use counterpart funds to continue the project. 
The ICA cable file discloses that ICA/Washington believed the request 
one to continue the mission contract with Universal, and denied 
ann, assuring dePaul that Vinnell would be in operation shortly. 

owever, dePaul persisted, on the ground that the project had political 
and economic implications. ICA/Washington, on May 8, 1957, 
agreed to the release of counterpart to finance the Lao government 
project, but inquired why the mission had established a servicing 
contract with Universal when the Vinnell contract was being nego- 
tiated for that purpose. 

The key to the Universal-Lao Government contract was control of 
the $1,600,000 road equipment. Without control over this equip- 
ment, no road contract could function. The mission relinquished 
custody of the equipment by turning it over to the Lao Government, 
on the basis that title to the equipment was vested in the Lao Govern- 
ment. The Lao Government turned it over to Universal. 

Jsoeph A. Schmiedl, a highway engineer under McNamara’s super- 
vision, related to ICA auditors that in October 1957, at McNamara’s 
direction, he had turned over all of the highway equipment to the 
Lao Government. He stated that he had objected to turning over 
this equipment on the ground that the mission would lose control of 
it; McNamara overruled him, stating that control of the equipment 
was his, McNamara’s, worry and not Schmiedl’s. Although title to 
the equipment was vested in the Lao Government upon its arrival in 
that country, there is some question as to the propriety of actually 
releasing it to the Lao Government until the mission had received 
assurances that it would be cared for and utilized properly. 

With title to the equipment vested in the Government of Laos and 
physical custody with Universal, the Vinnell firm was hamstrung 
upon the arrival of its engineers in Laos. Since the work Vinnell was 
to do had been assigned to Universal, the Vinnell firm was unable to 
accomplish the task for which it was hired. This contractual conflict 
was not known in Washington until Vinnell’s main office wrote to 
ICA/Washington on July 22, 1957, stating that the work the firm was 
being called upon to do in Laos was not the work specified in their 
contract. Since the Vinnell force in Laos was reduced solely to main- 

16 On May 31, 1957, when he requested Embassy approval to sell his Cadillac to Peabody of the Universal 
firm, dePaul stated that the kip to be used by Peabody in the purchase of his car was of “legitimate origin, 


since his company was forced to accept 20 percent kip payment under Universal’s $300,000 contract with the 
Lao Government”. [Italics supplied.] 
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taining the equipment, the firm requested an appropriate amendment 
to the contract. Between December 2, 1957, and March 7, 1958, 
ICA/Washington cabled the mission five times for an explanation of 
Vinnell’s complaint, before a reply was finally received. 

USOM Director dePaul contended that the mission’s action with 
respect to this contract between the Lao Government and Universal 
was merely that of acquiescence. The Lao Government, however, has 
taken a contrary official position and states that it accepted Universal 
as reputable on the recommendation of the mission, and with the 
assistance of the mission in negotiating the original contract. 

If any doubt remained as to the mission’s participation in the con- 
tract, it was dispelled when Edward T. McNamara, the mission’s 
public works officer, admitted to the subcommittee that Willis Bird 
of Universal had paid him $10,000 for his assistance in landing the 
Lao Government contract for Universal, and that he had drafted the 
contract for the signature of the Laotian Minister of Public Works. 


M’NAMARA’S ACCEPTANCE OF A “GIFT”? FROM UNIVERSAL 


Edward T. McNamara was public works and industry officer for 
the USOM/Laos from December 20, 1955, to November 3, 1957. In 
this capacity, he was in the position of initiating and supervising 
numerous USOM construction contracts, including those with Uni- 
versal. He was also in a position to exercise, and did exercise, con- 
siderable influence upon both the USOM and the Laos Government 
to secure award of contracts to Universal. 

In return for these favors, he received from Universal money, 
stocks, and airline tickets totaling at least $13,000. This he has 
admitted under oath. 

McNamara was first recommended to ICA for employment by 
Thomas Hill, former public works and industry officer for USOM/ 
Thailand. When he was completing his tour, McNamara recom- 
mended to ICA that they employ as his replacement Herluf Larsen.” 

ICA has sought, in testimony before the Committee on Foreign 
Affairs, to give the impression that its own investigation into Mc- 
Namara’s affairs formed the basis for inquiry by the subcommittee. 
This is not correct. Let the record be clear. 

The Foreign Operations and Monetary Affairs Subcommittee did 
not commence, extend, expedite, or otherwise develop the investiga- 
tion of McNamara as result of any suggestion, request, or comment 
from any ICA official. 

Files on McNamara made available to the subcommittee by ICA 
provided useful background material, and the subcommittee is appre- 
ciative of the agency’s cooperation. It should be noted, however, 
that these were “dead” files. Any suggestion that the subcommittee 
merely accomplished what ICA itself was planning to accomplish 
momentarily is, unfortunately, unfounded. Could we rely on ICA 
to accomplish its own internal policing adequately, our task would 
be made much easier. The McNamara case had been closed by ICA 
before the subcommittee commenced investigating it. 

The reason for closing the case, apparently, was that McNamara 
had left ICA’s employ. The Personnel Security and Integrity inves- 

11 It may be of interest to note that more than a Pp ago both Hill and Larsen were referred to as pos- 


sitle “conflict of interest” cases, while employed in the USOM/Thailand. See this subcommittee’s 
“Report on Foreign Aid Construction Projects,’ 3 5th Cong , 2d sess., H. Rep. No. 2012. 
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tigator assigned to the matter testified that he ‘did not know where 
he (McNamara) was.” Actually McNamara was only a block away 
from ICA/Washington headquarters, employed by the firm of Trans- 

ortation Consultants, Inc., headed by General Lacey V. Murrow. 

CI was under an engineering contract with USOM/Laos, and the 
relations between that firm and the Vinnell Co. are discussed elsewhere 
in this report. 

The subcommittee first became aware of the possibility of 
McNamara’s corruption from study of information supplied by 
Haynes Miller—information that had been available to the agency 
for some time. Routine checking of McNamara’s financial status 
turned up an interesting and unexplained item—he held a $10,000 
share certificate in a Canadian mutual fund for which Willis Bird 
(who, with Peabody, controlled Universal) was southeast Asian sales 
representative. 

Further inquiry revealed that this share certificate had been paid 
for by Bird’s check, in the full amount, dated June 1, 1957. ‘This 
date preceded by some 5 months McNamara’s departure from Laos. 

McNamara was called before an executive session of the subcom- 
mittee, on March 13, 1959, and placed on oath. He was also required 
to produce his financial records for some years back, in order that we 
could verify whatever financial information he might offer orally. 

When he was asked to explain the $10,000 share certificate, he 
offered an incredible story. He stated that he did not know why 
Bird had used his own check, other than for convenience. His story 
was that he had paid Bird the full cost of the shares, $10,000 in cash. 

He was then asked where he had acquired cash in such an amount, 
while serving in Laos. He explained that he had acquired the cash 
before going to Laos. He had acquired it over a period from 1951 to 
1953, he said, in a real estate transaction. From then until he went 
to Laos, he kept it in a little black tin box in his house. He carried 
it to Laos in his briefcase. Shortly after arriving in Laos, he placed 
it in a sealed envelope and stored it in a file cabinet drawer at the 
USOM which had been designated for his official use. Until he ex- 
tracted it from the envelope to pay Bird, he testified, no one in the 
world, including his wife, had ever seen the money or even knew that it 
existed. 

When the subcommittee expressed its incredulity, McNamara pro- 
vided circumstantial detail surrounding the acquisition of this money 
(he claimed that originally he had acquired some $13,000, of which 
the $10,000 to Bird was the residue). He named several individuals 
in the State of New Jersey as participants in the real estate trans- 
action from which the money came, and one of these as the individual 
who had actually paid him the money. 

The subcommittee sent a staff investigator to New Jersey, who took 
statements from the persons named by McNamara. All denied 
giving him any money during the period in question, whether for the 
named transaction or any other. 

When confronted with this information, McNamara admitted that 
his first story had been untrue, and admitted also that he had received 
the share certificates from Bird, with the full knowledge of Peabody, 
for services that he had rendered to Universal. 

He also admitted the true facts surrounding the “sale”’ of his auto- 
mobile to C. T. Russell, Universal’s construction superintendent in 
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Laos. This transaction concealed the passage of a further bribe of 
$2,23 

McNamara owned a 1955 Dodge sedan. In October 1956, he states 
that he made an agreement with Russell as follows: He (McNamara) 
would bring the car to Laos and use it while he was there; when he 
left, Russell would buy the car for $4,460; Russell would immediately 
advance half that amount, $2,230, to McNamara so that the latter 
could pay off the existing loan on the car, thus releasing it for shipment. 

Russell gave McNamara a check for $2,230, dated October 17, 1956. 
Examination of Russell’s bank account showed on October 2 3, 1956, 
a deposit was made by Universal, of exactly the same amount. In 
view of later developments, it is apparent that Universal was merely 
using Russell as a channel to corrupt McNamara. _ This view is also 
supported by the very unusual circumstance that Russell was willing 
to make an agreement for future pure nag of the car, leaving its use to 
MeNamara for a period of over a year, at a very generous price. 

According to McNamara, Russell iridicated that he had no further 
desire to purchase the car sometime in March or April of 1957, the 
car having by then arrived in Laos. McNamara testified that he had 
not disc ussed with Russe ll, at any time, repayment of the $2,230 
advance. The matter was, however, discussed between McNamara 
and Peabody. 

McNamara has testified, concerning these discussions. 


My first understanding was really I was to forget about it 
on the basis of the immediate time of repayment. But later, 
it got to be an understanding that I was to forget about it 
completely. 


McNamara’s “gratitude” to Universal was expressed in a number 
of very practical ways, including: 

He “participated” in numerous contract negotiations, including 
a number which resulted in awards to Universal; 

With regard to the Royal Lao Government-Universal road con- 
tract, he has testified that he wrote the draft contract for the Minister 
of Public Works; he further stated, “If anyone was the prime mover 
in this contract, I was.” (The Royal Lao Government has taken the 
official position that this contract with Universal was entered into on 
the basis of USOM recommendation. It appears that Mission Di- 
rector dePaul was aware of McNamara’s participation, which went 
considerably beyond the mission’s responsibilities.) 

3. He signed the “certificates of performance” under the Universal 
contracts, a necessary prerequisite to Universal’s getting paid. “I 
signed that the work had been per formed ‘satisfactorily, when I had 
no reason to think it was unsatisfactory.” As a matter of fact, he 
had no basis for any opinion either way, since he testified that he had 
inspected neither work nor equipment prior to signing these certifi- 
cates and that he had never taken any exceptions to the quality or 
amount of performance under the contracts. 

McNamara’s testimony stands uncontroverted. From that testi- 
mony, it is clear that both Bird and Peabody were fully aware of the 
bribes given to McNamara, and that he discussed these matters with 
both. 

The records in this case have been made available to the Depart- 
ment of Justice for such action as may be necessary and desirable. 
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REMOVAL OF HAYNES MILLER FROM THE LAOS MISSION 


Mention has been made earlier of the investigative efforts of Haynes 
Miller, and of his end-use reports. Miller’s compiled material, and 
the leads he provided, could have led ICA to uncover such matters as 
McNamara’s corruption, and to remedy such matters as the deficien- 
cies in the contracts and performance of the Universal Construction 
Co. 

In fact, however, ICA’s reaction was the “defensive” one of remov- 
ing him from his position. Upon his return to Washington, he sub- 
mitted to questioning about his findings. He has stated that it was 
his impression that his questioners were more interested in proving 
him wrong than they were in determining the existence of deficiencies 
in the Laos program. It is not apparent that ICA/Washington, 
any more than the USOM/Laos, made any use of the information 
obtained from Miller. 

Miller’s removal from the mission was based upon an undefined 
catch phrase, ‘‘unable to adjust.” It appears to the subcommittee 
that, if this refers to Miller’s ability to adjust to the environment in 
Laos, it is grossly inaccurate. He was one of the few qualitied French 
linguists at the mission, probably the most linguistically competent 
of the American employees. He was also, on the testimony of a num- 
ber of witnesses, the one who most sought out on a social basis, in 
a real wish to “adjust,” Lao and French nationals. 

The formal chain of events which led to Miller’s removal from the 
mission was initiated with a telegram, dated Septe smber 14, 1957, sent 
to the Department of State by Ambassador J. Graham Parsons. 

This telegram was based upon discussions between Parsons and the 
then USOM Director, Carl Robbins. Robbins participated in the 
drafting and reviewed the telegram before it was sent. The telegram 
cannot be quoted verbatim for reasons of communications security. 
The tone of the telegram is not flattering to Miller. It advises 
Washington that he was invited to resign, by Robbins, on August 20, 
“because of obvious signs of nervous disorder.” It also states that 
Miller has associated with the “low French” (not further identified), 
“some of whom are opium addicts and scorned by other French.” 

It is of interest to compare the treatment received by Miller with 
the agency’s instant defense of former USOM Director Carter dePaul, 
when charges were made against him, as discussed elsewhere in this 
report. 

Ambassador Parsons’ opinion of Miller’s “nervous disorder” was 
rendered without benefit of medical advice. This is contrary to 
Department of State regulations. Competent medical advice was 
available to the Ambassador and could have been solicited. This lay 
medical opinion is particularly noteworthy, in that 1 month later, 
on October 30, 1957, Miller was subjected to a full medical examination 
in Washington and certified as “qualified for general duty.’ 

In the light of this telegram it is perhaps not too surprising that 
those charged with the responsibility of evaluating and investigating 
the allegations contained in Miller’s reports paid little more than lip 
service to their duty. Coming from the Ambassador, the telegram 
could not help but prejudice Miller’s case, and perhaps create such a 
bias in the minds of ICA/Washington officials as to preclude serious 
consideration of his charges. 


”? 





“oR 


& «3.93 & 


TRS eRe 


SOON 


ge RRs 


U.S. AID OPERATIONS IN LAOS 29 


When the subcommittee queried Ambassador Parsons about his 
handling of Miller’s charges, he stated that he had taken the unusual 
action of calling Miller into his office for discussion. 

Miller’s testimony on this point follows: 


Mr. Reppan. Had you any discussions with the Ambassa- 
dor concerning your report? 

Mr. Muuer. Yes, sir. I was called into the Ambassador’s 
office in August, I think August 4. And the Ambassador told 
me that he had about 20 minutes to give me. He then used 
about 15 minutes of that time to explain to me how em- 
barrassed he would be if Universal Construction Co. was not 
an honest, straightforward firm, because Washington had 
asked him earlier in the year if that company was a proper 
company to receive the contract they were receiving, from the 
Lao Government I presume. 

And he said—as best I can recall now—“T should have 
perhaps gone to my subordinates and made more inquiries 
than I did make. But I recommended that firm. I knew 
Mr. Peabody and thought very well of him.” 

I might say here that Mr. Peabody is a most impressive 
person and would be perfectly capable of creating an excellent 
impression in spite of the fact I think his professional back- 
ground is that of a wrestler. 

He went on to say that he had written two letters of 
recommendation for Mr. Peabody and that at that very 
moment at which we were speaking, Mr. Peabody was in 
Washington using the letter ‘of recommendation from him 
which he termed as being a very nice letter of recommenda- 
tion. 

That took about 15 minutes, and that left me 5 minutes to 
convince an Ambassador who didn’t have much faith in me 
that it was a pretty messy situation. 


The credibility of Miller’s testimony is supported by the existence 
of a letter dated April 24, 1957, from Ambassador Parsons to Kenneth 
T. Young, Office of Southeast Asian Affairs, Department of State. 
The letter r, which is quoted below, certainly constitutes a strong 
endorsement of Universal. 


Dear Ken: I enclose a memo forwarding comments by the 
Minister of Public Works on the extraordinary progress made 
on the road to Luang Prabang. I should like to add that on 
April 18 when I delivered you-know-what to the Prime 
Minister, he spoke to me with quite un-Souvanna like 
enthusiasm about the work of the Universal Construction 
Co. He said he had in fact not only written to Jerry Peabody 
to congratulate him personally but had just arranged for 
eight ANL trucks to ferry gasoline and spare parts to the five 
construction camps strung out along the road, thus releasing 
an equivalent number of critical dumptrucks which are so 
needed to haul gravel for surfacing. 

Apart from Souvanna and Petsarath, most of the Ministers 
and over half of the Chiefs of Mission accredited to Laos 
traveled either to or from Luang Prabang on the road. 
The trip dramatized American aid as nothing else has yet 
done in Laos. The contrast between unimproved stretches, 
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stretches prepared for gravel surfacing and stretches where 
this work has already been completely provided, particularly 
with the rainstorms we encountered, a striking “before and 
after’ demonstration. It was also an eye opener to en- 
counter large roadmaking equipment working efficiently and 
around the clock high up on the precipitous mountain slopes. 
The Okinawans are now famous in Laos and progress on the 
road is now a favorite topic of conversation. 

From my own personal observation, I believe that the 
economic and social dividends from this operation will be 
considerable in this most important part of northern Laos. 
I also believe that it is by no means wildly optimistic to 
state as USOM people do that once the gravel surface is 
finished, it should be possible to keep the road open on a 
year-round basis with rather minimum maintenance crews 
and equipment spotted at a few points along the way. 
Jerry Peabody told me that he expected to work right 
through the rainy season and as he has already obtained 
more progress than he promised, I think he knows what he 
is talking about when he says that it is feasible to continue 
despite the rains. He also mentioned to me that he per- 
sonally felt that he had lost 20 percent of efficiency by reason 
of having had to spread out his operation over the entire 
highway “rather than begin at the Vientiane end of road 
and proceed steadily in a concentrated operation. However, 
he appreciates the political reasons which motivated Tiao 
Souk’s position to proceed virtually everywhere at once and 
he is as pleased as anyone that the operation is paying off. 

I repeat, for the first time American aid is producing 
something visible of major importance which has been 
brought to the inescapable attention of a large proportion 
of the key personalities in Laos. For the moment, our 
credit is high. 

Best wishes as always, 
Yours sincerely, 


J. GranamM Parsons, 
American Ambassador. 
Testimony before the subcommittee indicates that the road referred 
to by the Ambassador has not yet been completed, and the part that 


has 


een done is most unsatisfactory. 





CIVIL POLICE PROJECT FOR LAOS 





Historically, the civil police project in Laos grew out of needs 
arising after the Geneva agreements in 1954. At that time, internal 
security of the country was maintained by a variety of forces. There 
was need for reorganization and consolidation of these forces; and, in 
April 1955, the “Government of Laos requested U.S. assistance. 
Following a study and report by American police consultants, ICA 
and Laos signed a project agreement for a civilian police administra- 
tion program. The agreement, with subsequent amendments, pro- 
vides assistance along the following general lines: 

A. Technical: 

(1) Providing training to personnel both in Laos and abroad; 

(2) Advising Lao officials on police organization, administra- 
tion, and operations. 
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B. Material: 
(1) Releasing counterpart funds for police salaries and other 
local police costs; 
2 Construction of a training center; 
3) Providing supplies and equipment (with emphasis on 
sraniapeattntiae ‘and communications functions). 

The objective of the project is to enhance the capability of the Lao 
police force effectively to maintain internal security and simple “law 
and order. 

This is one of two major projects in ICA’s Laos program. It 
entails both technical advice and material aid. As of February 28, 
1959, ICA had obligated about $1.6 million for equipment, technicians, 
and contract services, plus the equivalent of over $6.5 million in 
counterpart funds for police salaries and other budgetary support. 

Organizationally, the project is an operation of the Public Safety 
Division in ICA’s Office of Public Services. It is being carried out 
in the field by a U.S. Police Advisory Group. 

In an effort to assess the impact of the project in terms of the 
aforementioned objective, the subcommittee has scrutinized a great 
deal of material, including reports and testimony from GAO, the 
regular monthly public safety reperts from the Police Advisory Group 
in Laos, and has heard from the Chief of ICA’s Public Safety Division. 

Unfortunately, the subcommittee has run head on into several 
major inconsistencies between the ICA testimony, on the one hand, 
and on the other GAO testimony and information contained in ICA 
reports from Laos. 

ICA testimony speaks of “progress,” “accomplishments” and the 
project’s “‘succ essfully filling its mission.” While mention is made of 
certain difficulties which have beset the project, the general tenor is 
one of optimism and satisfaction with results. Yet the monthly 
reports from Laos and the GAO testimony yield an entirely different 
emph: isis. 

The monthly reports from Lacs (covering a period from August 
1956 to March 1959) were furnished the subcommittee, pursuant to 
its request, on April 27, 1959. ‘These documents are a repetitive, 
depressing chronicle of negative results and unremedied deficiencies. 
Several pertinent portions of these reports are discussed below. 

Appearing before the subcommittee on March 20, 1959, a GAO 
representative commented on the status of the police project as of the 
time of GAO’s latest audit report on economic and technical assist- 
ance in Laos (October 1958). The comment made was that attain- 
ment of project objectives had been hampered by difficulty in recruit- 
ing U.S. advisers, and by inability of the Police Advisory Group to 
evoke the full suppert and understanding of the Lao authorities. 
The GAO witness added that ICA, in response, had pointed out a 
number of project accomplishments which reportedly had contributed 
to increased police efficiency. The agency had also advised GAO that 
further improvements were underway or contemplated. 

The witness thereupon referred to GAO’s recent on-the-spot review 
of matters in Laos with specific reference to the police project: 


Our followup review in December 1958 disclosed that 
little progress had been made in the several problem areas 
previously discussed by us, and that there was a serious lack 
of control over counterpart fund expenditures, with evidence 
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pointing to the possible diversion of substantial sums for 
unauthorized purposes. 





Thus from two sources at the scene—the observations and conclu- 
sions of the Police Advisory Group itself and the auditors of the G AO— 
the sube vommittee has convincing information that ‘‘success’’ and 

‘progress’ cannot yet be accurately attributed to the project. 

The subcommittee certainly does not with to minimize the many 
inherent difficulties which have faced and are facing the project. 
Nor, in view of those difficulties, does the subcommittee feel it should 
attempt to criticize the efforts of the Police Advisory Group. But the 
subcommittee is disturbed by ICA’s incomprehensible attempt to 
depict hoped-for accomplishments as present realities while ignoring 
or minimizing a superabundancy of failures and deficiencies. 

In an apparent effort to impress the subcommittee with the progress 
and impact of the program, ICA directed our attention to an ICA 
end-use audit report, dated November 29, 1957, which states in part: 


This is a timely and important program. Its impact on 
the maintenance of internal control and security within Laos 
cannot be overestimated. It appears to be successfully filling 
its mission under capable leadership and advisory assistance.'® 


This is in direct conflict with the monthly reports from Laos which 
are contemporaneous with this end-use audit report. The monthly 
reports point out that— 

(a2) The program’s impact is superficial, and it has yet to 
reach even minimum efficiency (September 1957); 

(6) The program impact has been negligible (October 1957 

(c) Despite improvements in equipment, material and Samat. 
menta the program has not had a significant impact (November 
1957); 

(d) The program impact may actually have had a negative 
effect (December 1957); 

(e) There has been no impact worthy of comment (May 1958). 

Again, ICA states that crime rates are relatively low in Laos and 
there were no disorders in connection with the two elections held 
during the existence of the police program. These, ICA contends, are 
evidences that police procedures and operations have become more 
effective. 

In point of fact, the monthly reports from Laos assert again and 
again that the Lao people have an ususually low proclivity toward 
crime and civil disturbance. The reports further point out that 
criminal statistics are difficult to come by because of inadequate 
crime-reporting procedures. 


For example, the report for May 1958 deciares: 


In the larger sense the * * * Lao is not addicted to crime 
and criminal behavior. Although statistics are unavailable, 
observation and experience indicate a conceivably low crime 
rate. 





In transmitting the audit report to the USOM Director on December 30, 1957, the mission controller, 
Mr. Harting, declared: ‘“There are a few details yet to be worked out to smooth certain rough spots in the 
program. * * * The impact of this important program has been highly favorable. * * *”’ 
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And the report for June 1958 comments: 


The fact that the country remains without a government 
constitutes, in some measure, a threat to public safety. 
The Laotian people, however, are in general calm and easy- 
going by nature, and show little inclination to stage demon- 
strations in protest to the uneasy situation. * * * 


In response to a question raised by the subcommittee, ICA brushed 
lightly over the matter of graft and improper practices among the 
Lao police by characterizing reports of such conditions as merely 
“unsubstantiated rumors,” in spite of the fact that the December 
1957 report states the misuse of official police equipment and reported 
acceptance of gifts are not conducive to good public relations, and such 
activities have an adverse effect on the program. 

Allegations have been made that the Lao police personnel are being 
employed for local political purposes. This, if true, suggests a problem 
of a sufficiently serious nature to warrant ICA’s immediate attention. 
Although the subcommittee has made inquiry of ICA concerning the 
matter, there is nothing to indicate that the agency has taken any 
action to determine the truth or falsity of the charges. 

ICA’s statements to the subcommittee relative to this project con- 
stitute but one more example of chronic unwillingness or incapacity 
of that agency to present to the subcommittee a straightforward, 
unvarnished account of matters relating to its programs. 

[t is also an example of one more ICA activity in Laos whose accom- 
plishments fell far short of expectations. 


HOUSING FOR MISSION PERSONNEL 


In the early part of 1956, Robert Manley, a member of the Howell 
group assigned to the import licensing board, disapproved an import 
license for the foreign exchange costs of importing building materials 
for the construction of 25 houses by a group of promoters that included 
the Thai Technical Services of Bangkok; a Saigon financier, Mr. 
Flamand, and a local importer, COFIC. An agreement had been 
reached with USOM through which this group would finance the 
building of the 25 houses for lease to ICA for housing its personnel. 
(Except for the import of materials for which foreign exchange was 
required, the United States had nothing to do with the financing of 
the construction.) 

Mr. Manley reported that the basis of his disapproval was that unit 
prices were not shown and that the quantities listed for individual 
items (doors, windows, plumbing fixtures, etc.) were in excess of 
what was needed for the houses specified. The foreign exchange re- 
quested exceeded by 30 percent a similar proposal of the General 
Engineering Co. of Bangkok and Angelou & Co. of Vientiane, competi- 
tive bidders. In addition, according to Manley, the Thai Technical 
Services project was in a poor location, and the entire group of pro- 
moters had no demonstrable ability to complete the construction of 
the houses. 

The USOM procurement adviser, Charles Miller, protested Manley’s 
disapproval of the application and demanded his reasons. Manley 
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explained that the plan proposed indicated exchange profiteering and 
that a project with so many participants and profit splits was not 
likely to be sound. He estimated that the windfall exchange profit 
alone would be $50,000 or more. Manley reported that the USOM 
procurement officer had directed him to stay out of the matter, on the 
grounds that it was none of his business, and that further objections 
on his part would be interpreted as blocking the mission’s housing 
development plan, for which a contract had already been signed. 
Manley said that the application was sent to him a second time for 
consideration, but he refused to consider it. Thereupon, the procure- 
ment officer, according to Manley, handled the matter personally and 
directed the licensing board to approve the application. 

As predicted by Manley, the builders went broke before completing 
the houses. 

Manley’s Teport to Mr. L. O. Grice, Howell & Co.’s staff chief, dated 
June 8, 1957, follows: 


I have been asked by H. Miller, USOM end-use investiga- 
tor to document my handling of the import application for 
USOM housing, known as the 25 houses. My comments 
follow: 

In February, March, and April 1956, | brought together 
Angelou & Co., a proven, successful, Vientiane building con- 
tractor, and the General Engineering Co. of Bangkok, 
designers and engineers for 70 waterworks and compounds in 
Thailand, as architects and suppliers, from which resulted a 
rental proposal to USOM for 20 houses in a good central loca- 
tion of Vientiane. ‘These houses provided about 1,700 square 
feet of floor area to be rented for a little under $300 per 
month for 3 years and a greatly reduced rent after that. 
These parties subsequently built similar houses here and 
finished them according to contract in 90 days. 

An offer of 25 houses in a poorer location made by a group 
of promoters with no demonstratable ability to complete 
construction in Laos was selected. This group of promoters 
was recognized at the time to include the Thai Technical 
Services of Bangkok, licensee under the Kingston patents and 
operators of a small poorly financed factory making panel 
sections; a Saigon financier, M. Flamand, to finance the im- 
port license; a local importer, COFIC, to obtain the license 
and finance the construction on a sublease basis to what was 
at that time an unidentified contractor; and the Economic 
Development Corp. of Bangkok, as the sales agent to handle 
the negotiations with USOM. 

The exact nature of the operation came to my attention 
when I was asked to examine the license application by the 
CNIE. 

After studying the application in the normal way, I ad- 
vised that the correctness of the price could not be deter- 
mined in a reasonable length of time because unit prices were 
not shown, just a total price. Further, the quantities for 
items such as doors, windows, sanitary fixtures, etc., were 
in excess of what was needed for the houses specified. The 
foreign exchange requested exceeded by 30 percent per unit 
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that required by the proposal of the General Engineering 
Corp. 

The USOM procurement adviser asked why | had not 
approved the application. I gave my reasons, and [ 
further explained that the combination of inter ested parties 
fit perfectly the examples of exchange profiteering | 
knew about, and that a project with so many participants 
and profits was not likely to be sound. I estimated the 
exchange profit alone to be $50,000 or more. | was ad- 
vised in a threatening manner that this was none of my 
business and to stay out of it or | would be in the position 
of blocking the housing development and mission policy as 
the contract had already been signed. 

The application was sent to me for a second time but I 
refused to consider it further. It was then handled per- 
sonally by the procurement adviser who advised the CNIE 
it had to approve the application. National Bank approval 
was obtained with the same tactics. 

The speed with which this unsound application was moved 
through the system in contrast to the delays imposed on 
many Lao projects created an unpleasant situation of 
cynicism, which resulted in a number of applications 
being presented for housing on the same unsound basis by 
importers. 


When Carl B. Robbins arrived in Bangkok enroute to Laos to 
replace Carter dePaul as USOM director, he was met at the plane by 
dePaul. Shortly thereafter, Mr. Robbins testified, he was taken by 
dePaul to lunch with a man (whose name he could not recall) who had 
been carrying on negotiations with dePaul to repair and complete 
a housing project. Mr. dePaul was present at the luncheon. Mr. 
Robbins testified that both dePaul and the builder had pressed him to 
sign immediately a USOM contract for the repair and construction of 
these houses. The contract was for over $300,000, and Robbins 
declined to sign the contract, on the basis that he could not commit 
such an important sum for a project without having seen it. Later, 
after his arrival in Laos, Mr. Robbins examined the houses, which 
had been abandoned in various stages of completion, and found them 
in very bad condition. To complete them, he said, would have 
been an economic nightmare. 

He described another group of 12 houses occupied by mission person- 
nel as located in a saucerlike area without any natural drainage. In 
the wet season, according to Robbins, it became a mill pond and the 
accumulation of water was so serious that the residents were reduced 
to wearing boots and using boats. Moreover, he computed that 
each house had been costing the Government over $300 a month 
for maintenance alone. These houses had originally cost the Govern- 
ment $30,000 each. 


POTENTIAL CONFLICT OF INTEREST—VINNELL CO. AND 
GEN. LACEY V. MURROW 


Haynes Miller’s end-use report dated August 16, 1957, contained 
the allegation that in 1956, during part of the time that Gen. Lacey V. 
Murrow’s engineering firm (Transportation Consultants, Inc., Wash- 





* The import licensing board. 
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ington, D.C.) was under contract with [CA to make certain studies 
and recommendations for construction work to be done in Laos, 
Murrow was also on retainer from Vinnell Co. Miller gave as the 
source of this information a Vinnell Co. employee. 

In response to subcommittee questioning, [CA witnesses stated that 
the allegation had been investigated but not substantiated. It 
developed that this sc-called investigation consisted primarily of the 
following: 

1. A telephone call by ICA/Washington to A. S. Vinnell (president 
of the Vinnell Co.) in California on April 14, 1956, at which time Mr. 
Vinnell stated, according to ICA, that although General Murrow had 
been employed by him at one time, he had not been on the payroll 
since August 1955. . 

2. An interview was conducted by an ICA inspector with the 
Vinnell Co. employee named by Miller as the source of his infor- 
mation. This employee reported this interview in a memorandum to 
the company’s home office as follows: 


On November 14, 1957, while at the K-7 yard Mr. 
Soongthorn of USOM P.W. and I. office came there to inform 
me that Mr. William M. Kelly, regional inspector, Inter- 
national Cooperation Administration, USOM Bangkok 
wished to see me at the office USOM Vientiane at 0800 hour, 
November 15, 1957. 

I met Mr. Kelly at the appointed time and place. He asked 
me if I knew Haynes Miller to which I answered that I was 
acquainted with Mr. Miller. Mr. Kelly then took from his 
folder a typewritten sheet which he gave me to read. The 
written matter was as follows to the best of my recollection: 

Miller states that some of the Vinnell group and his super- 
visor, Mr. Jones, informed him that Vinnell retained General 
(Lacy) Murrow while chief of highway transportation to 
protect his interests, but that Universal Co. undercut Vin- 
nell with General Murrow. 

He asked me if the statement was correct. I told him that 
i had not at any time discussed General Murrow with Miller. 
He said that if it were true “‘it is a serious matter for as you 
know General Murrow’s brother is the radio commentator.” 
He then asked me to give a written statement of denial which 
I wrote as follows immediately below his typewritten 
statement: 

“VIENTIANE, Laos, November 15 1959. 

“I deny that I ever discussed General Murrow with Mr. 


Miller. 
“S.S. Ausert B. Jones.” 


Mr. Kelly said “that is all, thank you, but if you had said 
‘yes’ I would have kept you here for 2 hours.” 
Abert B. Jonss. 


Clearly, if this was the extent of the investigation conducted by 
ICA, it was totally inadequate. The subcommittee therefore under- 
took to determine the truth or falsity of the allegation, which if true 
constituted a serious potential conflict of interest situation. 

On March 24, 1959, Mr. Frank S. McNamara, vice president of 
Vinnell Co., testified under oath that General Murrow’s employment 
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by Vinnell “terminated the latter part of 1954” and that he was not 
thereafter employed by the company. He subsequently submitted 
to the subcommittee information, purportedly taken from the com- 
pany’s records, to support his testimony. 

Information to the contrary was given to the subcommittee by 
General Murrow, who freely admitted that he had been employed by 
the Vinnell Co. throughout 1956. He furnished the subcommittee 
copies of correspondence with Vinnell, together with copies of his 
monthly statements to the company through December 1956. 

The subcommittee thereupon requested the General Accounting 
Office to examine the books and records of the Vinnell Co., to the 
extent that they reflected the employment of General Murrow or his 
engineering firm. On April 13, 1959, GAO informed the subcommittee 
that the Vinnell Co. records showed amounts accrued as payable to 
Transportation Consultants, Inc., from January 1955, with certain 
breaks, through December 31, 1956. In February 1956, an accrual 
of $500 was recorded. There was a $2,000 accrual in March 1956. 
Then again in March, April, May, July, July again, September, Octo- 
ber, November, December, and January (1957) there were accruals 
each for $500. 

Mr. A.S. Vinnell was then called to appear before the subcommittee 
on April 15, 1959, with all records pertinent to General Murrow’s 
employment. This caused Vinnell to produce a group of documents 
which, the subcommittee was advised, had been misplaced. Accord- 
ing to Vice President McNamara, these records had been found “loose” 
in back of the “M’’s in the general files of the company. Signifi- 
cantly the “misplaced” documents are the ones which show indis- 
putably that General Murrow was on a $500 per month retainer with 
Vinnell through December 1956 

The April 15 testimony of Mr. A. S. Vinnell is completely at odds, 
not only with General Murrow’s testimony, but with his own com- 
pany’s records. Faced with his own letter of January 26, 1956, he 
testified that General Murrow had been on retainer during 1956 until 
“roughly, the middle of the year,’”’ when by a verbal agreement the 
arrangement was terminated. Queried for an explanation about his 
ledger sheets’ showing billings from General Murrow all the way 
through December 1956, Mr. Vinnell stated simply that he did not 
know the explanation. Yet, General Murrow’s $500 billing dated 
November 1, 1956, “For professional consulting engineering services 
performed * * * during the month of October 1956” bears the 
re 4 notation: “OK. H.S.” followed by the penned initials, 
ee ST ie 

Mr. Vinnell was asked to comment on the sworn testimony of an 
ICA investigator regarding his telephone conversation on April 14, 
1956, with Mr. Vinnell. According to the investigator, Mr. Vinnell 
then declared that General Murrow was not in his employ as a con- 
sultant after August 1955. He gave no satisfactory explanation of 
this apparent conflict, but stated: 


Once more, sir, 1 stated here—you can correct me, and 
maybe should correct me—that I construed as we made the 
payment after—as we made the date of the cutoff as of 
August 1, 1955, that he was not working for us he didn’t get 
any money. Now maybe we might say that in the earlier 
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part of that year he wasn’t working and began working 
again during 1956, sir.”’ 


Here was a situation fraught with potential danger to the Govern- 
ment’s competitive bidding system as it might be employed by ICA 
in Laos. However, the subcommittee wishes to state at this point 
that it has not seen any evidence that improper influences were 
actually exerted in this case to the advantage of Vinnell Co. or the 
detriment of the Government. 


SALE OF PERSONAL AUTOMOBILE BY U.S. OPERATIONS MISSION DIRECTOR 
DE PAUL 


On April 14, 1959, Mr. Carl B. Robbins, former Director of the 
USOM in Laos, testified concerning a conversation he had in the late 
summer of 1957 with J. Graham Parsons, the then Ambassador to 
Laos, in which he, Robbins, questioned the propriety of the sale by 
former USOM Director Carter dePaul of his 10-year old, seven- 
passenger Cadillac to the Universal Construction Co. (This is the 
company which, according to testimony before the subcommittee, 
had a virtual monopoly on the construction work in Laos under our 
aid program, and is the company which made thousands of dol- 
lars worth of gifts or payments to the USOM public works officer, 
McNamara, during dePaul’s tenure. 

Mr. Robbins said he talked with the Ambassador about dePaul’s 
sale of his car to Universal because the deal was frowned on by the 
American community in Laos, since the Americans felt that de Paul 
had taken advantage of his position to get more money than he might 
otherwise have obtained for his car. Robbins said he also felt that in 
view of the favored position held by Universal with USOM, the 
dePaul transaction brought the American colony under suspicion. 

Robbins said he also brought the matter to the attention of ICA/ 
Washington and that he personally informed the Universal Construc- 
tion Co. that they were not to buy any more cars from USOM per- 
sonnel because any such transactions would naturally be suspect. 

Robbins informed the subcommittee that the car had stood in the 
equipment yard of the Universal Construction Co., at the Pam Pam 
House, for some time and that he told Gerald Peabody (of Universal), 
that as long as it remained there “it was going to keep this bad feeling 
stirred up.” He said that following his complaint to Peabody he 
learned that the car was cut into pieces and dropped down an 
abandoned well. 

The State Department has advised the subcommittee that dePaul 
received 100,000 kip for his automobile and 20,000 kip for a record 

layer which he also sold to the Universal Construction Co. Our 
tmbassy in Laos converted 106,530 kip of these proceeds for dePaul 
into $3,038, representing payment to dePaul of about three times the 
amount he could have obtained in the open market. This was done 
under Embassy regulations promulgated by Ambassador Parsons. 
With respect to the sale of personal property and the conversion of 
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77, dated 


proceeds from kip to dollars, !:mbassy policy notice No. 
April 18, 1957, states in part as follows: 


The amount authorized for conversion shall be the kip 
price received provided, however, that it shall not exceed the 
U.S. dollar price paid by the employee, or, in the case of used 
property, the estimatea U.S. dollar value at the time of amporta- 
tion. [Italic supplied.| 


Ambassador Parsons apparently amended this policy almost imme- 
diately with a memorandum in which he stated in part, “The sole 
limitation shall be the kip price received, provided it does not exceed 
the dollar price paid.” {Italics supplied.]| This, in effect, repealed 
the italicized portion of Embassy policy notice No. 77. 

Mr. dePaul appeared before the subcommittee on April 15 and 
testified that. his father purchased the autoiobile for him and that 
the purchase price was $1,200. He claimed that to this was added 
the cost of five new tires, $250, and a “great deal of work.” In his 
request to the Embassy for permission to exchange kip received from 
the sale of the automobile to dollars, dePaul certified the following as 
constituting the dollar price he paid for the car: 

1. Motor vehicle purchase price at the time of export $1, 200 

5 new tires 


Ove srhaul, parts, complete motor rebuild_ 
. Maritime insurance 


When asked by the subcommittee how he had established the value 
of his car, as shown in his certification to the Embassy, dePaul stated, 
“I remember certain elements. 1 remember there are two checks in 
my possession. I| don’t have them at the moment, $1,200 and $250.” 
Following dePaul’s testimony, the subcommittee checked metro- 
politan New York newspapers for the period in question (May, June, 
and July 1954) and found that the average asking price for a car of 
the same style and model as dePaul’s in good condition was $800. 
The National Automobile Dealers Association handbook for that 
period gave the dealer’s ‘“‘as is” price at about $600. 

Mr. dePaul was requested to produce his canceled checks and 
whatever other records he might have to support his sworn testimony 
before this subcommittee and his certification to the Embassy in 
Laos. On May 19, dePaul produced five checks as follows: 

Lincoln National Bank, No. 72, March 31. 1954. $300 
(Vincent Marano). 
2. Lincoln National Bank, No. 82, May 15, 1954, $200 (Vincent 
Marano). 
3. Lincoln National Bank, No. 154, February 10, 1955, $500 
(Nicholas DePaolo). 
4. Lincoln National Bank, No. 192, July 3, 1955, $250 (Nicholas 
DePaolo). 
5. Irving Trust Co., unnumbered, March 31, 1956, $450 
(Nicholas DePaolo). 
(The check for $1,200, the existence of which was previously testified to 
by dePaul, was not included. He has since testified that there never 
was a check in this amount.) 
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The above checks were discussed with dePaul by the subcommittee 
staff. Mr. dePaul stated during the interview that his father had 
purchased the car for him for $1,200 and that the first three checks, 
which total $1,000, plus a check for $200, missing from dePaul’s 
records, constituted repayment to his father. He said he made out 
the $300 and $200 checks to Marano at his father’s request and 
thought that his father had borrowed money from Marano. DePaul 
said the $250 check (dated more than a year after the purchase of the 
car) represented repayment to his father for five tires which were 
eee to have been put on the car at the time of the alleged over- 
raul. 

As for the check in the amount of $450 (dated almost 2 years after 
the purchase of the car), dePaul said it was used to purchase a Humber 
Hawk automobile that he used for about a month while on temporary 
duty in the United States and then gave to his father in compensation 
for the overhaul work his father had done on the Cadillac before 
shipping it to Saigon. He said he had not discussed the overhauling 
with his father at the time the work was done, or at the time the gift 
of the Humber Hawk was made, and admitted that these transactions 
with his father were ‘‘not at arm’s length.” 

The five checks initially produced by dePaul, plus the $200 check 
which he said he could not find, totaled only $1,900. This left $100 
of his claimed cost unaccounted for. When this was brought to his 
attention, dePaul said that this must have been the amount he spent 
for repairs in Saigon but that he had no records to prove this. 

Mr. dePaul had testified that the car was in “perfect condition” 
when it was shipped; that “it had been aoeoadiity overhauled and 
perfected before shipment.” 

The subcommittee then sent an investigator to New Jersey to 
interview dePaul’s father, Mr. Nicholas DePaolo, to get his version 
of the transaction. Mr. DePaolo stated that he had purchased the 
car for about $800 from a dealer in Irvington, N.J., whose name he 
did not remember. ‘To pay for the car, he had borrowed $500 from 
a Mr. Vincent Marano and added $300 in currency which he had in 
his possession. 

The five checks which had been turned over to the subcommittee by 
dePaul were shown to Mr. DePaolo. He identified the two checks to 
Marano, totaling $500, and the $250 check to himself as constituting 
pp gee of the purchase price. He said the check payable to him- 
self in the amount of $500 compensated him for the cost of getting the 
car in condition to ship it to dePaul in Saigon, including the overhaul 
and five new tires at a cost of $45 each. Mr. DePaolo stated that the 
$450 check was a gift to him from dePaul so that he, DePaolo, could 
buy the Humber Hawk automobile and had nothing to do with 
dePaul’s Cadillac. From this, it would appear that the total cost of 
dePaul’s car was $1,250, or about $750 less than the amount he 
claimed in his certification to the Embassy and in his sworn testimony 
before this subcommittee. 

Since both dePaul and his father stated they could not identify the 
dealer from whom the car had been purchased and did not produce any 
document to establish the price paid, it was necessary for the sub- 
committee to trace the ownership of the car. 

It was found that the car was sold new to a West Virginia coal and 
coke company in 1947, where it was used as an official car until the 
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summer of 1948. It was then sold to William F. Mullin Corp., 
conducting a livery business at 13 Orchard Street, Newark, N.J., for 
a price of $4,636.33. There it was used in general for-hire service 
until May 24, 1954, at which time it was sold to Lehigh Motors, 576 
Chancellor Avenue, Irvington, N.J., for $600. Mr. Mullin, president 
of the Mullin Co., stated that the price which the car brought was 
approximately $150 over the then top market for a 1947 Cadillac. 
He attributed this to the fact that his cars were always maintained 
in first-class mechanical condition. He produced his records, which 
showed that the total mileage on the car at the time of its sale was less 
than 28,000 miles. 

The subcommittee then examined the records of the Lehigh Motor 
Co. and found that the car was sold to Mr. DePaolo on June 25, 1954, 
for $800. According to the records, he paid $490 down and financed 
the $310 balance through Universal CIT. Examination of CIT’s 
records disclosed that the balance of $310 was paid off on July 21— 
3 weeks later, and that no finance charges of any sort were made. 
In this way the subcommittee established that the automobile in 
question was sold to dePaul’s father for $800, and made it clear that 
the Marano checks did not relate to the transaction, since they 
predated the purchase by at least 3 months. 

Two days after the subcommittee had obtained this information 
independently, dePaul found in his records and submitted to the 
subcommittee the conditional sales contract between his father and 
CIT. At the same time, dePaul submitted his check No. 110, dated 
August 14, 1954, on the Lincoln National Bank of Washington, D.C., 
in the amount of $500, drawn to the order of Gloria Griffith. dePaul 
explained that Mrs. Griffith is his sister. With the check, dePaul 
submitted a written statement to the effect that he believes this 
check is “‘properly referrable to this transaction” (that is, the pur- 
chase of the car), rather than the two checks payable to Marano, 
totaling $500, which he had previously submitted to the subcom- 
mittee. 

l’rom the foregoing it became clear that there were real conflicts with 
respect to material matters in the testimony and documentary evi- 
dence before the subcommittee with reference to this transaction. 
Before making any findings or recommendations the subcommittee 
felt that Mr. dePaul should be given an opportunity to give whatever 
explanatory testimony he wished. Accordingly, he was invited back 
to a subcommittee hearing on June 1, 1959. 

During this session, dePaul admitted misstatements in his prior 
testimony. He stated he had not intended the $2,000 figure certified 
to the Embassy in Laos to represent the actual cost of the car; that 
the $2,000 figure was his impression at the time as to the fair value of 
the automobile when it was imported in 1954, and he had attempted 
to support this by the cost breakdown in his certification. 

When he was questioned about the series of checks previously sub- 
mitted to the subcommittee, it seemed clear that dePaul had assembled 
them with more concern for justifying his previous testimony under 
oath than with informing the subcommittee as to the true facts. 

In his testimony he failed to produce any credible evidence, docu- 
mentary or otherwise, to connect the $500 check payable to Mrs. 
Griffith with the purchase of the car. Mr. dePaul rested his case on 
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a series of assumptions, which, in view of his hazy recollection and 
lack of adequate records, is of questionable value. 

As to the two checks to Marano totaling $500, dePaul said he now 
recalled that this was repayment of a personal loan from Marano. 
He now remembered having paid $20 interest on this loan. In the 
face of dePaul’s admission that this was the on/y transaction he ever 
had with Marano, his earlier testimony is incomprehensible. 

Mr. dePaul’s testimony throughout was vague, evasive, and mis- 
leading. 

In addition to the question of valuation already discussed, there is 
a further question concerning dePaul’s compliance with Embassy 
regulations. 

There were only three ways U.S. employees in Laos could legally 
obtain kip: (1) By purchasing them with dollars from the Embassy, 
(2) by the authorized sale of personal property, and (3) by purchasing 
them, in special situations, from other U.S. iia who were 
departing from Laos. 

Under Embassy policy notice No. 77, referred to above, U.S. 
employees under permanent transfer orders could convert limited 
amounts of kip into dollars at the Embassy, at the highly preferential 
35 to 1 rate. These were kip derived from sources (1), “Embassy 
kip,” and (2), “sales kip.” 

“Embassy kip” could be converted up to the dollar equivalent of 
2 weeks’ pay. ‘Sales kip” could be converted subject to a ceiling 
which appears to have been interpreted by the Kmbassy as the kip 
equivalent of the original dollar cost to the seller of the property. 

While not attempting to interpret the regulations, the subcommittee 
wishes to call attention to the language of an unclassified memo- 
randum, dated April 17, 1959, from the Embassy in Vientiane to the 
Department of State. Referring to Embassy policy notice No. 77, 
the memorandum states: 


* * * One biweekly salary (in local currency equivalent) 
could also be converted upon certification these funds 
obtained from the Embassy disbursing office. If these funds 
were not so obtained, conversion privilege was denied. Italic 
supplied.] 


On the basis of such an interpretation, Mr. dePaul would have 
violated Embassy regulations. When he converted the kip from the 
sale of his personal property, he computed in his request for conversion 
the amount of his biweekly salary—yet the record is clear that he did 
not then have in his possession this amount of ‘““Embassy kip.” 


OPERATION MEKONG 


As has been noted elsewhere in this report, the establishment of 
adequate transportation and communication facilities in Laos was of 
primary importance. This included facilities for ferrying commodities 
across the Mekong from Thailand. Although historically Laos had 
received most of its imports through Saigon and Hanoi, with the 
advent of independence in 1954, the port of Bangkok and the overland 
route across Thailand became the primary trade route. Goods were 
ferried across the Mekong River at Thadeua, a town approximately 
25 miles south of the capital city of Vientiane. The ferries were 
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primitive native craft, entirely unsuited for the heavy and important 
burden so suddenly thrust upon them. It therefore became impera- 
tive that the situation be corrected without delay. 

A small automobile ferry was obtained, but this proved inadequate 
even on an interim basis. 

The problem was recognized by ICA even before Laos achieved 
final independence and in 1954, under our Indochina aid program, a 
project agreement in the amount of $275,000 was issued to cover the 
procurement of ferry craft. On May 31, 1955, a procurement order 
(PIO/C) was issued, but no procurement action was effected against 
it, due to inadequate specifications. However, several American 
firms had been asked to supply drawings. No action was taken to 
obtain adequate specifications and the PIO/C was permitted to 
expire on January 31, 1956. 

The Electric Welding Co., which was one of the American firms that 
had been requested to submit drawings, wrote to the Department of 
State under date of Mav 23, 1956, asking whether or not the ferries had 
been procured. (The company had received no reply to the several 
letters it had written to the USOM.) The Department forwarded 
the correspondence to the USOM and received a reply from Carter 
dePaul stating that the funds available under the origina) PIO/C 
had been deobligated, but that when new procurement plans were 
completed and calls for bids announced, full consideration would be 
given to the American firm. 

Under the fiscal year 1956 aid program, plans for the Mekong cross- 
ing were reactivated. Specifications for three pusher tugs and two 
steel barges were prepared by an engineering firm under ICA contract. 
ICA/Washington also informed USOM director dePaul that invitations 
to bid must include four American firms. 

On August 3, 1956, after [CA/Washington had refused dePaul’s 
request for a waiver of worldwide procurement on an “emergency” 
basis, USOM/Laos issued an international call for bids with a submis- 
sion deadline of September 1, 1956. Copies of the invitation were 
air-pouched to ICA/Washington on August 7, and on August 15, 
ICA/Washington sent the invitations to four American firms, which, 
because of the USOM-established deadline, had only 15 days to prepare 
and submit their bids in Laos. By doing this, Director dePaul made 
it physically impossible for any American firm to submit a responsible 
bid, and accomplished his stated purpose of eliminating American 
competition.” 

Because ths violated ICA regulations, which set a minimum of 30 
days for the return of bids in such cases, ICA/Washington requested 
USOM/Laos to extend the deadline to October 1, 1956. On August 
22, Director dePaul replied that an extension was not feasible, which 
unsupported statement was not challenged by ICA/Washington. 

Hong Kong Transportation Co. was selected early in September, 
and Director dePaul immediately notified the company of this fact. 
Despite this “emergency” action, it was not until February 11, 1957, 

‘ that the contract was actually signed. 

Since the mission had permitted this high priority project to wither 
on the vine for almost 3 years, the subcommittee decided to examine 
the matter to determine, if possible, what factors, other than the 
stated one of “emergency,” may have influenced director dePaul’s 


% See hearings of Apr. 13, 1959. 
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decision to move with such haste that American firms were effectively 
prevented from submitting competitive bids. 

rhe subcommittee found that two of the principals representing 
Director dePaul in the selection of the Hong Kong Transportation 
Co. were Edward T. McNamara, USOM Public Works Officer, and 
William E. Kirby, ICA Area Transportation Advisor. 

McNamara testified that in July of 1956 he and Kirby went to 
Hong Kong to investigate shipbuilding facilities in that area, and to 
see what companies might be interested in bidding on the ferries that 
were to be constructed. He stated that Kirby introduced him to 
J. H. Vaughan, a principal in the Hong Kong Transportation Co., 
and that they visited the company’s yard to examine its operations, 
He said that although he and Kirby remained in Hong Kong for about 
4 days, they did not investigate any other companies. McNamara 
also testified that on this trip, and five or six other trips which he 
made to Hong Kong with Kirby in connection with this matter, his 
hotel expenses were paid for by Vaughan. McNamara also testified 
that he was entertained in Hong Kong for several days by Vaughan 
at the time he (McNamara) was returning to the United States upon 
completion of his tour of duty in Laos. 

The subcommittee’s investigation also disclosed that Kirby, who 
had known officials of the Hong Kong Transportation Co. prior to 
his employment with ICA, was most active in promoting the interests 
of that company in connection with the contract herein discussed. 
Shortly after the contract was signed, Kirby resigned his job with 
ICA and accepted employment with the Pacific Island Shipbuilding 
Co., a division of Hong Kong Transportation Co. 

The subcommittee noted that, when the Personnel Security and 
Integrity Division of ICA was investigating the possibility that a 
conflict of interest might be involved in Kirby’s accepting this em- 
ployment, neither Director dePaul nor Kirby informed the agency 
of Kirby’s intimate connection with the procurement of tugs and 
barges from the Hong Kong Transportation Co. 

The subcommittee’s investigation also disclosed that on August 20, 
1956, approximately 10 days before Kirby participated in the selection 
of Hong Kong Transportation Co. as the successful bidder, he depos- 
ited in his account in the Bank of America the sum of $500, which 
was received from that company.”! 

The subcommittee’s invitations to Kirby and Vaughan, to appear 
with their records to testify concerning the above matters, were de- 
clined. 

This entire transaction is but another illustration of how adminis- 
trative abuses and collusion can arise when established procedures are 
ignored in the name of ‘‘emergency”’. 

Director dePaul’s action in this case did not result in any time 
saving and, in fact, may have delayed the entire project. This was 
pointed out to dePaul in a communication dated January 17, 1957, 
from former ICA Director Hollister, which reads in part: 


* * * There is some question, however, as to whether 
this emergency would have occurred had USOM followed 
ICA/Washington instructions contained in paragraph 3 of 

[}2! In a telegram dated Apr. 23, 1959, to the subcommittee from Hong Kong signed PACSHIPCO (cable 


address of J. H. Vaughan) this transaction was described as “‘in settlement for Kirby advance local currency 
to Vaughan.” 
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ICATO 886, dated May 31, 1956, which approved the fiscal 
year 1956 PPA for USOM issuance and requested that the 
PPA and implementing documents be forwarded to ICA/ 
Washington. The PPA and ProAg were received in ICA/ 
Washington on June 30, 1956. However, the PIO/C was not 
initiated by USOM until August 3, 1956, at which time USOM 
also initiated the invitation to bid. Thus, the mission did 
not wait for ICA review and issuance though this was indi- 
cated as necessary in ICATO 886. USOM’s failure to follow 
instructions resulted in voluminous correspondence over a 
3-month period in the effort to obtain a post facto ap- 
proval of the action. Had USOM submitted the PIO/C 
concurrently with the PPA and ProAg as requested, the en- 
entire matter could have been settled within 30 days and 
without any breach of standard procedure having taken 
place. 
* * * OK Oo 


* * * Tt is recognized that USOM took its action as an 
emergency measure, but, as has been pointed out before, no 
time was saved in so doing. It may well be said that 
USOM’s action increased the procurement time. Had 
USOM submitted a properly documented request for 
USOM procurement, it is reasonable to believe that the 
matter would have been handled with dispatch (see M.O. 
1100.5, par. 2D). Further, if USOM had followed the 
prescribed procurement procedures, the delays experienced 
in this instance would not have occurred, and the Agency 
would not have been left open to the possible Executive, 
congressional, and public criticism to which it is now 
vulnerable. 


ICA officials also testified that although dePaul had no authority 
to award a contract of this amount,” his actions placed ICA in such 
a position that they felt impelled to give retroactive approval. 


OPERATION BOOSTER SHOT 


In May 1958, special elections were held in Laos to fill 21 seats in 
the National Assembly. In the fall of 1957, with an awareness of the 
forthcoming elections, Ambassador Parsons contemplated the cumula- 
tive results of the U.S. aid program to date. He was concerend with 
the possibility that its shortcomings might become election issues for 
the Communists. 

He was apparently impressed by the aid program’s obvious neglect 
of the needs of the typical Lao, the rural villager or farmer. In 
an effort to remedy this shortcoming, the Ambassador conceived 
Operation Booster Shot. 

Basically, this activity was a village aid program. The physical 
condition of the population in most remote areas was reported to be 
very bad. Few of the villages could be reached by road, and in most 
cases aid from Vientiane would have to be sent in primarily by air. 
In fact, most of it would have to be air-dropped due to a lack of air- 
strips usable by cargo-carrying planes. 


anaes authority was limited to the award of contracts for $25,000 or less. This contract was for 
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Humanitarian considerations, political concern, and the practical 
limitations of logisties, then, were the background against which this 
program was conceived and executed. Mutual security funds amount- 
ing to $400,000 were expended under the program. Its total actual 
cost, however, was considerably higher, since many of the goods 
air-dropped into the rural areas of Laos came from U.S. stocks in the 
area, and the $400,000 figure also omits the costs of aircraft operation. 
The subcommittee has received estimates, by reliable sources, that the 
total cost may have exceeded $3 million. 

The program took the form of more than 90 work projects, including 
well digging, erection of small irrigation and flood control dams, 
repair of schools and temples, repair of roads and airfields, and con- 
struction of hospitals; and the dropping of some 1,300 tons of food, 
medical, and construction supplies and other useful commodities. 

The program did not overcome the Communist elections slogans, 
related to the U.S. aid program, of “governmental corruption”, 
“covernmental indifference,” or “U.S. domination.” The election, 
as noted elsewhere in the report, was a Communist victory. 

It did, however, bring aid of a real and vital nature to some Lao 
citizens, other than the handful of officials and merchants who had 
previously been its primary beneficiaries. It also pointed the way to 
worthwhile modifications in the program, with more stress on eco- 
nomic and less on military matters, but this suggestion has not yet 
been heeded. 

The most impressive commentary on this program, and for that 
matter on the entire aid program in Laos, is contained in a dispatch 
from present U.S. Ambassador Horace Smith to the Department of 
State. Under date of June 18, 1958, commenting on the results of 
Operation Booster Shot, he said: 


Direct aid operations should be continued. * * * It might 
even become the rule rather than the exception in the success- 
ful administration of our foreign aid program in Laos. It can 
safely be said that this particular aid program * * * has had 
a greater impact on Laos than any other aid program which the 
United States has undertaken in this area to date. (Italics 
supplied.) 


It apparently took an emergency situation to evoke the only aid 
program that took account of the real needs of Laos. When the 
emergen*y was over, the program was abandoned. The lessons which 
should have been learned were promptly forgotten. 


DIVERGENT EVALUATIONS OF THE LAOS PROGRAM 


When confronted with the host of deficiencies which have plagued 
our aid program in Laos from the beginning, officials of the concerned 
departments usually seek to justify the entire operation with a single 
statement: “Laos hasn’t yet gone Communist.” 

Testimony by various officials of the Departments of State and 
Defense before different congressional committees illustrates a division 
of opinion which relates to this point. The question in issue, to which 
all of the excerpts which follow are addressed, is this: Did the nego- 
tiated agreement between the Royal Lao Government and the Pathet 
Lao, which had been opposed by the United States, represent a victory 
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for the Pathet Lao, or for the RLG and hence for the U.S. aid program? 
(Under the terms of this settlement, the two northern provinces were 
surrendered to the Royal Lao Government, while the Pathet Lao 
became “legal” and received Cabinet seats.) 

Four excerpts from the testimony of Assistant Secretary of State 
Walter Robertson before various congressional committees reflect his 
developing views on the situation: 

1. June 1956, House Appropriations: He considers Pathet Lao occu- 
pation of the two northern provinces of Laos ‘‘a very serious situation,” 
and deplores continued Pathet Lao “defiance’’—i.e., they won’t 
get out. 

2. July 1956, Senate Appropriations: He notes that the Pathet Lao 
have “forcefully prevented” the RLG from taking over administration 
of the two provinces, as was provided in the Geneva Agreements—i.e., 
the Leo Army can’t get them out. 

3. June 1957, Senate Foreign Relations: He notes that the Pathet 
Lao “continue to flout the Geneva Agreements,” and remarks upon a 
new Communist tactic; “they have made offers of coalition govern- 
ment which are in reality designed to facilitate Communist infiltration 
and subversion’’—i.e., the Lao Army still can’t get the Pathet Lao 
out, but they are willing to get out voluntarily, if they can do so on 
their own terms. 

4. March 1958, Senate Foreign Relations: He notes that the Pathet 
Lao made use of the inability of the Lao Army to drive them out by 
negotiating ‘“‘successfully in November 1957 a coalition government 
which netted them two cabinet positions, other administrative par- 
ticipation, and legal status as a political party.” He concludes, 
“This may extend Communist influence dangerously in Laos’’—i.e., 
the negotiated settlement was a Communist victory. 

Appearing before the Senate Foreign Relations Committee the 
same day as Robertson (March 1958), Capt. Berton A. Robbins, 
U.S. Navy, then Director, Far East Region, Office of the Assistant 
Secretary of Defense for International Security Affairs, expressed a 
similar view: 

Although the integration of the Pathet Lao representatives 
into the Laotian Cabinet and armed forces has stopped overt 


military hostilities for the time being, the danger of subver- 
sion perhaps has been increased. 


J. Graham Parsons, former U.S. Ambassador to Laos, appearing 
before the House Foreign Affairs Committee shortly thereafter (May 
1958), took a contrary view. Optimistic about the election that was 
just taking place, he foresaw a future in which the Communists would 
lose their two Cabinet seats and the RLG would have gained the two 
northern provinces without bloodshed or any actual concession. On 
this occasion, he concluded: 


If this is the situation—and I hope I am not overcon- 
fident when I express some confident optimism—if this is 
the situation in Laos, it will be due, in part, to our aid and 
will, I hope, indicate, in part, what you gentlemen and the 
rest of us will have received in value for our aid money. 


Parsons was saying, in other words, that the negotiated settlement 
was a victory for the RLG and the U.S. aid program. Compare this 
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observation with the statements of Mr. Robertson and Captain 
Robbins in item 4 above. 

Parsons also appeared before the House Appropriations Com- 
mittee, in June 1958, after the election results were in (of 21 contested 
seats, the Communists won 9 and their sympathizers 4), and expressed 
a similar view. On this occasion, he noted that Laos was the only 
instance where territory had been ‘‘recovered”’ from the Communists, 
although he was silent about the price paid for this “recovery.” 
Again, he placed the “credit” for this upon the U.S. aid program: 


(Laos) is a country where the aid program is responsible 
in very large part for not only maintaining its independence, 
but for making it possible for the Government to reunite the 
country and to work toward consolidating the reunified coun- 
try. 

The divergence between the testimony of Parsons and Robertson 
is particularly interesting in that Parsons has just replaced Robertson 
as Assistant Secretary of State for Far Eastern Affairs. 

That a similar schism also exists in the Department of Defense is 
demonstrated by comparing the earlier cited testimony of Robbins 
(from the “military” element of Defense’s Office of International 
Security Affairs) with that of Charles H. Shuff, Deputy Assistant 
Secretary of Defense for International Security Affairs (a “civilian” 
representative). Shuff goes further than Parsons; he refers to the 
negotiated settlement as a “capitulation” by the Communists. 
Appearing before the House Appropriations Committee at the same 
time as Parsons (June 1958), he stated: 


The fact of the matter is the test out there is on the real 
estate, and they did capitulate. Whatever we have given 
them must have done some good. Otherwise, the whole 
piece of real estate might have gone to the Communists prior 
to this time. 


In summary, Parsons, who fought the settlement as long as he could, 
and who was the best equipped of these witnesses to know the dangers 
of the Pathet-Lao integration, seems to have ignored the facts in 
reaching the opinions he so optimistically expressed to the Congress. 
Shuff’s argument is less sophisticated and seems to assume, rather 
than demonstrate, causal relationship between the aid program and 
the political status of Laos. 

This subcommittee cannot understand how two experienced senior 
officials of the Department of State, Robertson and Parsons, working 
together closely day after day, having available to them identical 
information and field reports, could have reached and expressed to 
the Congress two such diametrically opposed views of the same 
situation. 

It seems to us that the facts bear out the view expressed by Mr. 
Robertson, but the Congress could scarcely have known this when 
Mr. Parsons was testifying, for the underlying information available 
within the Department was not presented. How can the Congress 
know what to believe, how can it make the decisions necessary to 
carrying out its responsibilities, when this sort of incident can occur? 

Since one of these presentations was before a House committee and 
the other before a Senate committee, one might wonder whether either 
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in had been deliberately slanted to accommodate differences in points 
x of view of the members of these two congressional bodies. 








n- 
d CONTINUING NATURE OF DEFICIENCIES 
. The International Cooperation Administration and the Department 
s, of State are usually very reluctant to admit the existence of any 
% specific errors in their administration. In those cases—and there 
| are many—where the facts cannot be denied, it seems to be almost a 
standard response that the criticisms are directed to conditions and 
matters which are ancient history and that everything in the particular 
program or country criticized has been remedied in the interim and 
is now without fault. 
It should be noted, however, that only a few of the deficiencies noted 
in the Laos program were new to the subcommittee’s experience. The 
n criticisms that can be made of the Laos program today are almost 
n identical in general substance with the criticisms we made of the for- 
eign aid program in Iran 2 years ago.” In the interim, we have con- 
is ducted further inquiries on the foreign aid program, held a number 
1s of hearings, issued several additional reports, and visited a dozen 
il of the countries receiving U.S. aid. In each instance ** we have found 
it certain recurring deficiencies, including: 
” 1. A lack of adequate advance planning on country programs 
e and specific projects. 
3. 2. The absence of any clear and complete explanation of how 
e the level of aid for any country has been determined; i.e., why a 
particular country program is to cost X dollars, instead of some 
other amount. 

3. Defective standards and procedures for the award and admin- 
istration of contracts. 

4. Lack of effective procedures to prevent conflicts of interest 
or other improper activities of ICA employees; that this can 
actually lead to fraud and corruption has been adequately demon- 

ae strated by our findings in Laos. 

eRe 5. Lack of adequate control over expenditures of both dollars 

n § and local currenty. 

. Ve 6. Inadequate end-use checking; i.e., lack of controls sufficient 

r to insure that expenditures are actually made for declared pur- 

d : poses, and that items procured under the aid program have in 

; fact been put to use as intended. 

r F 7. Excessive use of cash grants of dollar aid, with corresponding 

f 7 under-use of aid in kind. 

. 8. Inadequate controls over commodity import programs. 

O 9. Poor coordination among departments, between field mis- 

e ’ sions and Washington, and among various ICA divisions in 

: Washington. 

. : 10. General failure of the executive branch to take remedial 

n action based upon factually supported criticisms, even when those 

e criticisms stem from executive employees whose jobs entail the 

s specific function of evaluation. 

O % U.S. Aid Operations in Iran, 85th Cong., Ist sess., H. Rept. 10. 

? % See the following reports of this subcommittee dealing with foreign aid: H. Rept. 1985, 84th Cong., 2d 

q ee Mea io'e Soeinen fa oe America’; H. Rept. 1374, 85th Cong., 2d sess., “Use of Defense 
<conomie and Political Purposes”; H. Rept. 449, 85th Cong., Ist sess., ““Review of the 

r Budget Formulation and Presentation Practices of the International Cooperation Administration”; H. 


Rept. 2012, 85th Cong., 2d sess., “Foreign Aid Construction Projects.” 
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All of these deficiencies, and more besides, were present in the U.S, 
aid program in Laos. 





SUMMARY OF PRESENT SITUATION IN LAOS 


In summary, the decision to support a 25,000-man army—motivated 
by a Department of State desire to promote political stability—seems 
to have been the foundation for a series of developments which detract 
from that stability. 

Given that decision, the minimum size of the necessary aid program 
was inexorably established at a dollar value far beyond the estimated 
rate at which the Lao economy could absorb it. From this grew inten- 
sive speculation in commodities and foreign exchange, productive of 
inflation, congenial to an atmosphere of corruption, and destructive 
of any stability, political or economic. 

With so much of the aid available for Laos earmarked for support 
of military forces, little attention was paid to programs which might 
reach the people of the villages. The aid program has not prevented 
the spread of communism in Laos. In fact, the Communist victory 
in last year’s election, based on the slogans ‘of “Government corrup- 
tion” and “Government indifference’ ’ might lead one to conclude that 
the U.S. aid program has contributed to an atmosphere in which the 
ordinary people of Laos question the value of the friendship of the 
United States. 

The army, which was too large for the economy to handle, was 
inadequate to perform its appointed mission Against a much smaller 
force, it was unable to enforce Communist compliance with the Geneva 
agreements, which required evacuation of the two northern provinces 
and their return to the control of the central government. The pres- 
ence of troops throughout the country may have assisted generally in 
the maintenance of order, but one may properly question, weighing all 
factors in the balance, if this was the most effective device. 

The inability to remove the Communists from the northern prov- 
inces by diplomatic pressure or military force led to a compromise 
solution which admitted Communists to the Government and which 
established the Communist Party, Neo Lao Hak Xat, as a legal, above- 
ground political party. 

Recently (January 1959), the Cabinet was given “extraordinary 

owers” by the National Assembly, which was thereupon dissolved. 
In effect, this means that for a year the Cabinet exercises dictatorial 
powers. One of its first acts was to purge itself of Communist mem- 
bers. Other actions since indicate that some housecleaning is under- 
way. In the interim, however, the Communists, being “legal,” have 
acquired a certain amount of prestige in the countryside which will be 
difficult to destroy. 

Another hopeful recent (October 1958) development has been agree- 
ment of the United States and the Royal Lao Government upon a 
realistic exchange rate (80 kip to US$1). This has had the effect of 
destroying the free market, and it has done so without any of the in- 
flationary effects that “economic experts” had predicted; in fact, its 
effect has been deflationary, and the cost of living in Laos has dropped 
about 25 percent since the currency reform. 

Foreign exchange is now freely available at the new rate, and the 
temptations to speculation and corruption are lessened. It is un- 
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fortunate that Department of State vacillation should have delayed 
currency reform for 4 years, when it was recognized as one of the key 
problems in Laos that needed correction. . 

These recent developments, although they seem to provide an 
atmosphere in which a better program is possible for the future, do not 
automatically insure such a program. It is the opinion of the sub- 
committee that study of the balance of this report will indicate that 
needed reforms are many in number, and that they are required at all 
levels of the aid program in Laos. 
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